BUSINESS EESEAEOH 

and .statistics 


BY 

J. GEORGE FREDERICK 

PRESIDENT OF THE BUSINESS BOURSE. INT.. INC., NEW YORK 
AUTHOR OP “HODERN SALESMANAGEMENT 


LONDON 

?rbe Xibrar? Ipreaa Ximiteb 

26 PORTUGAL STREET, W.C.2 


1920 



CopYRmHt, 192a, Bj 

D. APPLETON AND COMPANY 

PRINTED IK TEE 



INTEODUOTION 


This book is intended for all those who shape policies, 
make markets, direct affairs or study investments in busi- 
ness, and also for those analytical executives, statisticians 
and researchers who assist such men to arrive at correct 
solutions to their problems. It is further intended to give 
a more practical and creative outlook to those who aim to 
make a profession of business research and statistics. 

As the author seeSit, there are two defects in the pres- 
ent situation in business research which he hopes this 
book will help overcome. First, is the attitude of the 
average business executive, which has not yet fully 
grasped the profit and economy of making full and con- 
stant use of research and statistics, even in minor matters 
of business. Second, is the attitude of the average re- 
search worker or statistician, which is often too narrow 
and circumscribed and uncreative. It is sometimes a mere 
hack statistical outlook, unacquainted with practical 
business aim and necessity; sometimes too academic and 
inelastic in application, failing to realize that business 
research and statistics must aggressively serve live busi- 
ness ends and not be a mere musty alcove where records 
are kept. It must virtually be the chief executive’s prin- 
cipal advisor ; the eyes and ears of the business, — even a 
part of its brains. 

It is folly to expect that any hack statistician, or dilet- 
tante “research” worker can serve business as it should 
be served, and apparently intends to be served in the 
matter of research. However well grounded such per- 
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sons may be in the sheer mathematical technic of statis- 
tics, they cannot be adequate for the task of business re- 
search until the business aims, policies, strategy and basic 
conditions are understood and the research and statis- 
tical technic used as a means rather than as an end. The 
goal should be the successful development of the busi- 
ness, not the making of neat charts or impressive reports 
and tabulations. 

In writing this book, then, I have in mind this double 
ideal: I wish to demonstrate in business terms the con- 
crete profit and economy possibilities of business research 
and statistics, not as a matter of theory, but of actual 
practice and daily application. I wish further to outline 
the big targets of business and the main problems and 
conditions which research must aim at and solve 

The past ten years have seen a remarkable advance 
in the application of business research and statistics. 
Whereas business men once depended to a considerable 
extent upon a tradition of personal genius in business, 
the modem tendency is more impersonal, more statistical 
and more departmental. The specialist, the expert, the 
gathered facts, the outside point of view, the logic of the 
analyzed situation, these are now deciding factors, not 
the will and notion of one or two individuals. 

Disillusionment about mystically successful business 
mem came some years ago when in notable instances the 
makers of millions were found to be so powerful not be- 
cause of their marvelous individual business genius, hut 
because of secret rebates, political intrigue, child labor 
exploitation, monopolistic advantage and other methods 
now outlawed l^ally and morally. EfSciency and tech- 
nical thoroughness thereafter gained ascendency, and 
these demanded the application of more of engineering 
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exactness to business method; depended less upon privi- 
lege, graft and intrigue and more upon analytical ability, 
preparation, delicate adjustment and detailed knowledge. 
Thus was tbe way cleared and the secure place made in 
business for commercial research and statistics. Quite 
true, the rapid advancement of research in other lines, 
in chemistry, metallurgy and electricity, for instance, 
influenced business men, for it was not a difficult gap to 
bridge in their minds between appreciation of success in 
factory research and research in sales and adminis- 
trative problems. 

Information, consensus of opinion, comparison, fact and 
figure about business matters are now in a very fair way 
to be recognized as commodities quite as tangible in value 
and importence as wood and iron or steel. Policies and 
plans must be built upon a foundation of fact before 
they can be regarded as sound or businesslike; therefore 
the business of fact-getting, fact-weighing and fact-com- 
parison is of quite primary importance in business, and 
must become increasingly more So as the men who oper- 
ate business increase their respect for facts and seek them 
as underpinning for more and more of their business 
judgments. 

As a profession, business research is but at its begin- 
ning. But the rapidity with which those who have ac- 
quired training in it are absorbed into business is a defi- 
nite indication of its vitality and future. Business men 
of the forward-looking kind know this and are keen in 
appreciation of the benefits to be developed by business 
research which is directly connected to daily problems. 

1 1 has little interest in the more remote aims of business 
research in the academic sense, but is eager to get results 
at once; to “annihilate time” and make short cuts by 
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investigation and analysis. Tlie ^^age of invention/’ so* 
called, lias passed its heyday, apparen4:ly; the greatest 
developments of the future in commerce and industry 
seem likely to he developments in cutting down waste, 
more intensive cultivation of profit, finer-combing of ter- 
ritories and markets, more fractional adjustments of 
detail. 

If my analysis as above stated is correct, this book 
should find a definite place for itself with all who think 
in terms of modem business, which is my hope for it. 
At the same time I wish to record here my full apprecia- 
tion of the fact that a book of such breadth of scope on a 
subject still in its infancy, must of necessity leave much 
to be desired in the way of detailed treatment. At a later 
date I hope t§ give more concentrated attention in a 
separate book to some of the angles of research here only 
inadeqately treated. 

Geoegb Feedeeick 

New York 
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BUSINESS RESEARCH 
AND STATISTICS 

CHAPTER I 

PRELIMINARY BUSINESS CONSIDERATIONS 

1. Tie passing of tie simple and small in business. — Sncl 
a thing as a manufacturer distributing Ms output nation- 
ally was practically unknown a century ago, for we had 
not yet entered the industrial era in America. Most busi- 
ness done was of a local character, small in production, 
simple, slow and of narrow range and contacts. The 
owner of the business, like as not, knew all his customei's 
personally, and personally supervised all or nearly all 
the operations in Ms business. His market was small but 
easy to visualize; his rate of growth snail-like, but satis- 
factory. It was a personal venture rather than a busi- 
ness as we understand it in these days of corporations. 
The manufacturing processes were simple, even primi- 
tive; the administrative detail almost negligible. The 
problem was mainly one of individual energy, influence 
and common sense. Partnerships were the rule, and each 
partner was a craftsman rather than an organizer. 

The modem business problem is a thousand-fold more 
complex. The corporation, the machine plan of quantity 
production and modern tools of selling have made growth 
almost compulsory, and with growth has come a multipli- 
cation of problems. The small business finds itself con- 
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fronted with, as great a variety of problei^ as a large 
business — often with even more problenffe.’^he world of 
business is no longer the same, mainly because business 
people and the business field are no longer the same, and 
business knowledge is greater. Manufacturing and dis- 
tributing facilities are wider and greater; the facilities 
of communication are more numerous, the purchasing 
power and habits of people different; the margins of profit 
closer, the competition more keen. The marketing of 
goods is more wideflung, the inter-relationships more 
complex, the dependence upon organization policies and 
plans far greater, because the work of business is more 
subdivided and more individuals take part in its 
processes. 

Whereas the owner of a concern might be required, in 
the days of more simple business, to weigh and consider 
let us say 10 factors, the modem business man needs to 
consider 100 or 150 factors or more. Whereas, he formerly 
dealt with five individuals in operating his business, now 
he deals with 500. To this extent has business multiplied 
in complexity and detail. Business was once the measure 
of a man, it is now the measure of an organization ; there 
is no limit to organized size and growth except power to 
organize. 

2. Eange of the typical problems of a business. — It was 
a characteristic of the business man of yesterday that he 
recognized few problems- He had little patience with 
anything but hard work — ^the more manual it was the 
more he respected it. To act was Ms rdigion, rather 
than to think and to analyze. 

The modem ideal of an executive head of a business is 
a man much more freed from detail, concentrating on 
the really important problems, and determined and sue- 
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cessful in placing minor problems on the shoulders of 
others. He does little but these three things: (1) formu- 
late policies, after getting the information necessary, (2) 
pick men and (3) study results. 

The modem business executive gets rid of all routine 
detail in the execution of policies; but no detail is too 
small for his attention that bears upon an unsolved prob- 
lem, or a matter of policy or plan. His is the job of think- 
ing out policies and plans, studying the operation of 
policies and plans, analyzing men, obsei'ving customer 
psychology, examining distribution factors, possible mar- 
kets, tendencies, risks, goodwill, administrative efficiency, 
financial budgets, sales resistance, cost of reduction, pro- 
duction, oompetition and general strategy. 

All of these broad problems are prisms with a thousand 
facets, diffefing constantly according to the time, the firm 
and the situation. The modern executive would have no 
job at all if he refused to recognize these matters as prob- 
lems demanding solutions and constant re-testing and re- 
analysis. The old time business man made instant de>- 
cisions and had hard and fast convictions on all these 
matters, settling them “out of hand” without admitting 
the need of seeking information, making comparisons and 
probing for hidden causes and factors. 
yAs business of the modern kind has developed it has 
reached into astonishingly wide phases of life. On the 
side of materials, it has had to get into physical science 
and research; on the side of production it has had to 
study machinery and invention; on the side of labor man- 
agement it has had to study sociology, psychology, sani- 
tation, architecture, health, housing and even domestic 
science. On the side of selling and distribution it has 
enermously difficult problems of economics, psychology, 
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statistics, organization, politics and diplomacy, strategy 
and salesmanship. 

The roots of all of these problems go doTvn very deep, 
as any intelligent mind in business immediately senses; 
and such intelligent minds cannot conscientiously draw 
substantial salaries from employers by making superfi- 
cial judgments — they crave more substantial foundations 
for their decisions involving these questions. For this 
reason they turn to business research as the one intelli- 
gent guide to follow. 

3. The analytical idea vs. the one man “genius” in business. 
— For a long time there prevailed an idea in business of 
the owner or presiding genius who developed somewhat 
mysterious, inborn powers. He was supposed to have the 
ability to decide the most intricate questions about the 
business simply by his great mental powers and “sixth 
sense” and “marvelous commercial insight” or “instinct.” 
All the others in his organization were usually but shad- 
ows of himself — ^they merely carried out his specific, de- 
tailed orders. Many businesses following this tradition, 
were one man oi’ganizations, absolutely dominated by 
one idiosyncratic will and intelligence. 

This, as a matter of fact, was a Napoleonic tradition 
of operatibn, for Napoleon brooked no strong men about 
him — ^he is reputed to have tweaked the ears of his aides 
merely to demonstrate who was their master. 

The new conception, opposed to the dominating will 
idea, has long superseded the Napoleonic idea, even in 
military organization, for the modem army is a line and 
staff organization with specialist and sharply marked au- 
thority. In business too, the coming of the corporation 
has eclipsed one-man genius — has found it a myth and a 
delusion, to be exact. It is after all a farcical idea that 
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any one man could possibly possess or coordinate all the 
required technical information, make all the decisions, 
even all the important ones, in a large organization. Hu- 
man powers have no such versatility or extent He must 
rely upon the specialized ability of others; he must di- 
vide the work and he must refuse to touch any of the de- 
tails. He must reserve his powers for picking men, 
studying facts and results; deciding only broad questions 
of policy, and thinking ahead. In short, he must organ- 
ize and supplement his own brain power in order that his 
authority and responsibility may bring results on the 
large scale which modern conditions demand. He must 
of necessity relinquish the idea of the omnipotence of his 
own faculties and must develop a humility of judgment 
and self-examination to such a degree that by augment- 
ing his abilities with staff and counsel his organized and 
augmented brain power may be a perfectly balanced in- 
strument, functioning up to the heavy-duty requirements 
of a great modern business organization. He will as 
shrewdly ^%ize up’’ his own inevitable bias of tempera- 
ment and natural deficiencies and tendencies toward spe- 
cialization, as he ^^sizes up’^ the men whom he hires. He 
will elongate his ears and extend his eyesight by making 
use of modern investigative and research science. He will 
provide himself with that time which he now lacks, for 
deliberation over facts and for creative breedings over 
conditions, by means of counsel in research and analysis. 
He will, in short, equip himself to function efficiently 05 
a super-executive such as the super-organization of to-day 
demands. 

Only in this way can the wise modern leader of business 
make himself, — a mere human being, — ^into that superman 
with enlarged superhuman faculties which place him on 
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an equal competitive footing -witli otlier 'business men who 
make use of all the tools of growth available. The aver- 
age human faculties of an executive are insufficient for 
the problems of business; even the exceptional and above 
the average faculties are insufficient. A new supar-indi- 
yidual executive is required, raised to this level by the 
facilities of more exact information, coordinated experi- 
ence of others, and specialized counsel. Such tools make 
the way open for many more men to become business 
leaders and developers; it places the possibilities of much 
greater business success within the reach, not of a few 
especially gifted and inhumanly hard-working men, but 
within the reach of every business man of fair ability and 
energy. It provides a way to get wisdom by the reason- 
ing and investigative process instead of depending wholly 
on the intuitive process — always a gamble hnd an un- 
steady method. 

This change is illustrated, as are so many other things, 
in the great war experience. Instead of depending upon 
dashing individual generals, or heroic Horatio® at the 
bridge, victory was won first by a superb information 
service, and next by making each individual soldier a 
super-soldier, with the right esprit de corps, with every 
modem equipment and accessory, with every science of 
planning, synchronization and organization, human skill 
and information could devise. It was actually made hard 
for an individual soldier to fail! 

Sound research makes it hard for business men to fail. 

4. The new union of practice and theory in business. — ■' 
To properly understand the new place of statistics and 
research in bpsiness it is necessary to comprehend the 
pew mental development that is taking place in the busi- 
ness man himself. The tendency toward over-pjracti- 
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cality, by which is meant a short rather than a long range 
of vision, is now Correcting itself so that a more balanced 
point of view prevails in studying business problems. 
It is realized that the very best way to improve a thing 
is to step away from it and view it as a whole and apply 
a certain degree of theoretical principle. It is just like 
the case of the merely “practical” fireman whose idea of 
extinguishing a fire is to exhibit great energy and swift- 
ness in throwing on buckets of water. The trained fire- 
man on the other hand does not hesitate, even in the face 
of a serious conflagration, to spend a small amount of 
time standing quite still and analyzing the details of 
the situation before he starts to act, applying certain 
basic principles and theories about fires in general to the 
situation in particular. As a result, the so-called prac- 
tical fireman in a furore of anxiety and energy would 
break windows and open doors which make a furnace 
blast oiut of the fire, whereas the trained fireman, applying 
theory successfully, confines the blaze to a limited area. 

Technical schools, college trained men, the influence of 
invention and mechanical engineering developments 
through the use of theory have greatly encouraged tlie 
wider application of theory to all phases of business. It 
is now a common matter to see engineers enter sales man- 
apment, office and executive management and higher po- 
sitions. Their engineering training provides them not 
alone mth a full respect for facts, but also complete ap- 
pr^iation of the place of theory and even of imagination 
m bumness. 

Such men are the last to countenance sheer theorizing 
»d vagaries, but they comprehend the part which a mind 
Mly trained to all the phases of mental effort can bring 
lb solving any particular problem. They realize that 
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sheer practical appEcation is meaningless and stupid 
without perspective and intelligent diretetion or full use 
of the accumulated mental skill of the world; but they 
also realize that there is even a greater danger of serious 
loss and complication when untested, impractical the- 
ories are relied upon. A new conception is a perfect 
union between practice and theory, in which practice is 
under the guidance of theory, and theory is disciplined 
by practice. In this way many things that are new and 
undreamed of develop solutions to previously “unsolv- 
able” problems. 

5. The place of imagination in business. — ^Many whose 
knowledge of business is very superficial have believed 
that business is far from an imaginative pursuit and even 
that commercial activity deadens the imagination. This 
is of course far from the truth, as the fact is that busi- 
ness affords a most unusual and responsive scope for 
sound imagination. It has frequently and with consid- 
erable truth been remarked that the men of brains and 
imagination in America go into business instead of into 
Eterature and art. The object upon which such men’s 
imaginations focus is merely diverted in a different chan- 
nel, when men of high powers of imagination are de- 
veloped in business. James J. Hill had a masterful im- 
agination when he built in his mind’s eye the great North- 
western Empire; and Morgan had great imagination 
also in accurately foreseeing the marvelous development 
of the steel industry. Other minds were possessed of the 
same facts as these two men. but they alone projected 
their knowledge of the facts into a logical future and 
buEt practically toward that future. It is this combi- 
nation of imagination and practical organization towards 
realization that marks the highly exceptional business 
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brain. There are many men who have the practical 
ability, and many other men who have imagination, but 
the men who have a balanced proportion of both and the 
staying power to sustain their vision through until its 
realization are not so plentiful. 

The relation between statistics and facts to creative 
business imagination is very direct, and important. A 
trained imagination does not deal with vague visions, 
ideas or emotions — ^it deals with facts and builds towards 
facts, using imagination purely to make the span be- 
tween the facts of to-day and the facts of to-morrow. All 
men of great constructive imagination are marked as a 
rule with the significant trait of passionate appetite for 
facts. The pure dreamer type who is all imagination 
and nothing else, is marked by the very opposite trait, an 
almost fanatical disregard of facts. This significant dis- 
tinction is by no means as generally understood as it 
should be. 

But it must not be thought that imagination in busi- 
ness is important only in great industrial leaders or 
great financial leaders or captains of industry. Busi- 
ness imagination is as fertile a source of constructive de- 
velopment and profits in a small retail business as in a 
hundred million dollar enterprise. Most successful busi- 
ness men even in small capacities are men of a greater or 
less degree of imagination. The little retailer who takes 
advantage of a big snow-storm to turn the snow-heap 
outside his store into an advertisement has a fair modi- 
cum of imagination; the salesmanager endeavoring to 
sell an article not desired at the present, but who by a 
constructive educational campaign brings the public to 
realize that his article is important to them, is a much 
greater business man of imagination, chiefly because his 
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imagination demands a more long-sustained fligM, and a 
more carefully worked out program,* more planning, 
more patience, courage, and insight. 

There exists in fact a certain kind of prescience in busi- 
ness which is like the reporter’s nose of news, or the 
sense of poesy in a poet. Such business men have an im- 
agination which permits them to realize what to-morrow 
win bring forth, in time to prepare to-day to profit by it. ■ 
A great deal that is profitable in the business world to- 
day was quite widely believed to be unprofitable but a 
very short time ago. Telephones and typewriters were 
once quite generally considered pests and vulgar imper- 
tinences. Cool analysis and fact demonstrated the 
WTong-headedness of this view, but this analysis had to 
be done for the public by the business men who were be- 
hind these industries, and who had constructive imagin- 
ation. 

The imagination has a tremendously important place in 
business, and the stuff which such an imagination feeds 
upon and disciplines itself is fact. 

6. The complexities of the labor problem. — Nothing could 
better illustrate the simplicity of the old and the anoaz- 
ing complications of the new in business than the labor 
problem. It is at its most acute point during these after- 
war years, with a shortage of labor and demands not 
alone for war-standard wages, but also participation in 
management. The entry of women into industry and the 
extent of revolutionary agitation are further serious 
factors of uncertainty. 

It is impossible to deal with such problems from the 
standpoint of sheer judgment or individual experience. 

It is easy for a practical executive to see that the new 
conditions oaE for a detached, analytical view. He sees 
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that he must make new fundamental policies, and to do 
so he needs a pdbspective and a collection of facts and 
experience from many sources as raw material from 
which to go to work to produce such policies. This is 
illustrated in the matter of labor turnover. It did not 
alarm employes to have turnovers of 1,000 or 1,500%’ 
until they made comparisons, secured statistics and a 
consensus of experience. The true facts about labor 
turnover then became visible, and developed further in- 
quiry and action in matters of housing, hygiene, fatigue, 
psychology, etc. Labor and employment management 
are now professions, with mucb technique and many deli- 
cate factors, reaching into a great many allied subjects 
of study, especially sociological subjects. 

Scientific management brought in its wake a whole 
Lost of specialized factors which changed production 
management until production management in itself is 
also a highly technical profession, with much still re- 
quiring research and analysis. 

Simply the matter of record-keeping, cost accounting 
and systematic handling of production has piled up many 
special problems and factors upon which there are yet 
no standard answers and which must therefore be studied 
by means of the research and statistical method. 

7. Distribution and market analysis and their never-ending 
problems. — ^As might easily be imagined, this division of 
business affords by far the greater proportion of prob- 
lems for research and analysis. Selling and distribution 
are the least fixed and exact of all phases of business be- 
cause they represent the human contact point. Sales de- 
pend upon demand and desire and the cooperation of a 
wide-flung organization of human units not directly 
controlled. The complexion of a market is never the same. 
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and the selling problems of no two mannfactnrers are 
exactly alike. ^ 

Furthermore, the range of .selling territory is nowa- 
days so enormous and the local variations so many and 
fluctuating that merely the task of determining and vis- 
ualiMng conditions is a research task of difficulty. Quick 
action in getting facts, clear thinking in understanding 
them and in correlating various groups of facts, are the 
important requirements. 

The sales and distributing problems start even before 
a company is formed to market an article, for a business 
itself must rest on sound sales basis, which can be de- 
termined even before capital is made available for an en- 
terprise. Many failures are due to lack of adequate sales 
analysis at this embryonic stage of a business. Articles 
of merchandise may have merit, but no commercial mar- 
ket worth while. Bankers and investors are now appre- 
ciating more than ever the vital nature of a market 
analysis before risking capital. 

The market analysis can determine not only that there 
is a market, but how much of a market, how rapidly it 
will absorb the merchandise, or how rapidly modern 
tools of publicity and sales organization will be able to 
force the market. These facts, when secured and studied, 
make possible a definite program of development for a 
period of years. Thus practical research work at the 
very start of a business, prevents very serious waste and 
error. 

The established business may even have greater need 
of research than a new business, since it is axiomatic 
that businesses fall into grooves and ruts, and fail to 
pay close attention to the constant changes taking place 
in marketing conditions. People’s buying habits change, 
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new articles appear, new events alter the situation and 
new opportunities arise, antagonisms and evils grow up, 
new outlets develop, markets wear thin, saturation 
points loom up, new tools and methods of selling become 
possible, costs change the status of the article on the 
market, and new trade conditions call for alterations of 
policy. 

In all these matters correct information is the element 
of greatest value. Given certain conditions of fact the 
sound business judgment of a number of business men 
will not vary greatly; but until the facts are assembled 
it is sheer guesswork at the risk of money and prestige 
to make decisions. Instead of a contest of wills over in- 
dividual guesses as to conditions, the facts themselves 
often shape their own answer when brought together. A 
Board of Directors might argue for many sessions over 
the problem of whether cigar stores should be made an 
additional outlet for the sale of high-grade candies, bat 
an investigation and tests under trained observation will 
determine the answer much more simply and surely. 

Until recent years the fixation, by means of a more or 
less exact engineering basis, of the exact extent of sales 
possibilities of small units of territory was not at- 
tempted. The situation was like that of other American 
situations, such as with lumber and coal — there was con- 
sidered to be an inexhaustive supply. But in modern in- 
tensive selling, it became necessary to know what were 
the potential sales of a territory, if only to measure the 
relativity of results, and to judge resistance to sales 
effort. 

This meant research of an unusually thorough kind, 
many cases, county by county, at a cost of many thous- 
ands of dollars. In cases of business of a local char- 
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acter sucii as a Eotel or a retail store, the same principle 
applied, eqnally "with a manufacturer. *A certain Pacific 
Coast hotel made a remarkable demonstration of the 
success of such intensive research under the guidance of 
a technically trained man; analyzing the logical territory 
it could tap, surveying that territory to locate every man 
in it who was a logical customer; and having located 
its “targets” reached every one of them with effective 
I>ersuasion. 

A business no matter how small or large does very 
well indeed to ascertain by the investigative statistical 
methods its exact logical field and its exact possibilities. 
The jobbers, dealers and distributors and their points of 
view, and even the consumers are all the time presenting 
angles of study to which correct methods of investigation 
may be profitably applied. 

8. Administrative problems and their call for solution. — 
One of the most important business discoveries of the 
past ten years has been the possibilities of economy and 
eflSciency in executive management. During the previous 
decade a great deal of attention had been given to the 
cutting down of cost in the shop and factory — ^in the 
application of scientific management to labor and pro- 
duction. The discovery that an astoni^ing amount of 
waste, inefficiency and crudity of operation prevailed in 
offices and administration brought about the need for 
many new researches, and such work is now proceeding 
with a great deal of energy. A new type of researchers 
and counselors has developed as the resuH^ and a high 
degree of knowledge is obtainable on all matters relating 
to management of the detail work of administration. 
The field wtas not entirely new, as a most limited effort 
had been made in developing office economies prior to 
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this. The word “system.” expresses the range and limit 
of vision of those who operated offices. Blank forms 
and other paraphernalia were depended upon for results. 
During all this time the chief offender was in faulty ad- 
ministration. The executive had been left out of con- 
sideration. It has now become apparent that a study 
of individual qualities in relation to the requirements of 
an executive position; and the development and shaping 
of a well-balanced organization of such individuals is 
the chief element in administrative success. Men of the 
right executive ability and outlook, will necessarily, be- 
cause of their breadth of mind and analytical faculty, 
appreciate the value of the research idea and apply en- 
gineering principles to all the details of executive ad- 
ministration. Such research has developed facts and 
recommendations which have not only broken many 
standards of old type business administrations, but have 
achieved new records of management. The situation at 
one time was said to be somewhat alarming in view of 
the fact that because of the continuance of old fashioned 
office and administration methods, the number of office 
employees per unit of business transacted was gradually 
increasing with the years, and seriously affecting profits 
in many industries. Whereas manufacturing science had 
reduced cost of manufacture, administration ability had 
not reduced the cost of administration or production of 
sales. Many large concerns are still unaware of the 
change, of the scrapping of inefficient methods of ad- 
ministration and are obstructing their greater success. 

The profits made by alert concerns with their highly 
modem administrations, and the research spirit which 
prevails within them should alone be incentive towards 
iwider use of investigative method. Administrative prob- 
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lems offer a fascinating variety for research*, Ibecanse of 
the great wealth of detail and scope df application, for 
the modern executive does not hestitate to reanalyze and 
investigate anything no matter how apparently well 
established and unquestioned any customs or plans may 
he. The method of approach to his daily problem is 
different from the modern executive because his attitude 
is that of testing and reconsideration, rather than of 
acting upon tradition or hearsay or even upon his own 
impulse or opinion. 

In addition to researches of methods, plans, etc. in exec- 
utive management, is the field for the use of statistics. 
Accounting figures are really statistics of management, 
for the natural purpose of assisting in determining ad- 
ministrative decision, and the variety of them which 
are of value in efficient administration is quite extensive, 
and in most organizations constitutes in itself a broad 
field of research. Many details of executive administra- 
tive problems are outlined in Chapter XVI. 

9. General problems of economic relationships. — The eco- 
nomic development of the country is largely in the hands 
of business interests. Consequently, business interests 
cannot possibly avoid responsibility for economic prog- 
ress in all its phases. If business does not make the in- 
vestigations and researches which need to be made in 
order to settle authentically the pressing economic ques- 
tions, then politicians or unfriendly interests will make 
them, and develop great antagonism and prejudice be- 
cause of lack of economic sanity and business vision in 
making such researches. 

In fact this has already occurred to the great detri- 
ment of business. It may be said without any fear of 
contradicton that the highly destructive antagonism 


PEELIMINAEY BUSINESS CONSIDEEATIONS 17 


and prejudice to business, current for tbe past twenty- 
years is the direct result of the failure of business to 
broaden out its researches and investigations to take in 
the general situation from the bro'ad public point of 
view. The close and narrow application of business to 
its own individual profit, instead of a wider perspective 
in making researches 'which would be recognized as con- 
, structive for an entire industry, or even for the public 
weal at large has thoroughly widened the breach between 
business and the public, and brought prejudice on top 
of ignorance. This prejudice, like all prejudice, is most 
painful and difficult to remove. 

The very fact that a small group of business executives 
developed industry to such a tremendous extent that it 
dealt in million dollar figures instead of the old hun- 
dreds of thousands, which were the numerical limit of 
popular imagination in olden days, spread alam and 
distrust The average mind of ordinary range finds it 
impossible to visualize large figures, and because of this 
impossibility develops antagonism. Mere talk of mil- 
lions of dollars becomes bitter to limited minds which 
interpret these figures, not in terms of economic respon- 
sibilities, which they are, but in terms of luxury, treasure 
and power. It is a simple psychological truth, long cer- 
tified, that what we cannot understand we suspect and 
fear. The cracker barrel philosopher to whom hundreds 
of dollars represent affluence, is appalled, angered and 
made bitter when asked to digest facts in relation to 
large corporations. His numerical imagination, so to 
speak, is outraged, and bristles up angrily at statistics of 
big business. 

The situation of the packers is perhaps the outstand- 
ing illustration par excellence of this condition. 
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From a purely efficiency point of view the packers rep- 
resent marvels of administration and tjrganization, but 
are hated mainly because of their size. This is definitely 
proved by the fact that only five of the ninety or more 
packers of the United States are visited vrith this preju- 
dice — ^namely, the five who are especially large. The 
other packers, differing solely in size, not in method, are 
rarely criticized. 

It appears plain, then, that general economic researches 
and investigations of a kind which will place facts be- 
fore the public, before distributors and even before the 
employees of an organization itself, are of the highest 
possible value. Moreover, the unique largeness of many 
corporations make it essential that in order to reach the 
ends desired, old fashioned and ready-made solutions 
which served well enough in other days must be over- 
thrown and new ones developed through analysis and 
research which will fit the new day. Business is con- 
stantly breaking new ground, which calls for adequate 
survey. 

In specific chapters further on are outlined specific 
examples of this situation; it is the aim here to point 
out the very broad bearing which research has on prob- 
lems which before have been regarded hy narrow busi- 
ness men as a field for philanthropists, theorists, reform- 
ers and dreamers. The war has drawn the economic 
world into a much closer union than it was ever sup- 
posed to he; has shown the relationships existing and 
proved the profits of codperation. Business cannot afford 
to permit only academic economists and reformers to 
make researches — their amateurish effort in a realm 
aE too difficult even for men trained, who know the intri- 
cacies of business, has already done far too much harm 
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and let loose too mucli naive nonsense about economics. 

It is distinctly a practical business enterprise to re- 
search general problems 'which have no immediate or 
direct bearing upon the profits of an organization ; even 
if they profit competitors and the public at large equally 
as much as the company. The number of such researches 
must necessarily grow as time gones on, and it is a cause 
for grave regret that such were not made years ago. 

10. The fallacy of the idea that a business is ^^different/’ — 
It cannot be made too clear that modern thinking about 
business has thoroughly established the fundamental 
sameness of a great many problems of business, thus 
making it of especially wide present importance that re- 
searches of business problems should be undertaken. The 
man in the plumbing supply business is always certain 
that his business is radically and hopelessly different 
from the man who sells safety razors or toothpaste. Un- 
til recent years he has not even been interested in sitting 
down at a meeting where business problems were dis- 
cussed for the benefit of all types of business men; nor 
was he in the habit of reading business periodicals, even 
those dealing with problems directly related to his own 
particular type of business. In fact, so in-looking was 
his point of view in times past that he consulted abso- 
lutely nobody about his own particular business, believ- 
ing his problems to be such as no other concern, not even 
in his own line of business, had to deal 'with. 

The small elements of truth in such a position cannot 
possibly be made a basis of so narrow a view. Practi- 
cally speaking, all businesses are operated upon the 
same fundamentals, and analysis of the problems of one 
is for the benefit of all. No one but the researchers or 
business counselors who have come in contact with the 
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problems of many diHerent types of business firms, can 
appreciate almost tbe dreary sameness of the most im- 
portant matters which take np the time of the executives 
in all lines of business. The same problem of how to 
pay salesmen and stimulate them; the same problem of 
securing greater interest from workers, or finding execu- 
tives, or of educating consumers, or of relations to dis- 
tributors, or of purchasing, or managing of corre- , 
spondence, arise in any and all manufacturing indus- 
tries ; and when closely examined, the problems and fac- 
tors which are absolutely individual to one firm, or even 
to one line of industry, are merely tangents of the same 
general problems. It is for this reason, and for this rea- 
son alone, that it is the merest commonplace of business 
experience that a successful business man in one line of 
business is as a rule successful in any line of business he 
might undertake, given the same general opportunity. 
As a matter of fact those who have accomplished marvels 
in industry or business enterprise have quite frequently 
been men who knew nothing about that line of industry 
and came to it from some other line of activity, thus 
proving the essential unimportance of the special techni- 
cal problems of that particular industry. In fact, busi- 
ness experience goes further and probes that over- 
emphasis upon special technical conditions and peculi- 
arities of one business tend very strongly to make for in- 
adequacy even in that particular industry. The 
comer into an industry is usually the man to make in- 
vestigations and conduct researches, because he frankly 
confesses lack of information and carries no pre-con- 
ceived notion and opinions in his mind. 

This new attitude in itself makes for wider research,, 
more respect for fact and investigation. 




CHAPTER II 


WHAT IS FACT? 

11. Human nature and fact. — ^Most people’s conception 
of a fact is that of a hard and rigid thing, something stony 
and sharp and clear. Relatively this is true — a. fact is 
usually something more tangible than the surrounding 
mass of uncertainty. Nevertheless, a fact is after all an 
elusive, unsubstantial thing. It is not my purpose to 
enter into any abstract discussion of the nature of reality, 
but even from a practical business point of view it is 
necessary to take into consideration the true, inward 
nature of facts in order that they may be handled with 
care and xmderstanding. Neither too much trust, nor too 
little trust should be reposed in a “fact,” so-called. A 
fact, defined for our purposes, is a statement of condi- 
tions or existing circumstances, and may be in the form 
of words or figures, or a picture in the form of charts, 
maps or design. 

One should be conservative in what one calls a fact or 
treats as a fact. There is no such thing as 100% 
perfection in the statement of facts. It requires all the 
skilled training, the watchfulness and energy of any- 
one who deals with facts in order that some ap- 
proximation to 100% be obtained. Even after it is once 
obtained, every miuute that passes adds to the degree 
of possibility of error. Much that passes for fact is 
merely near-fact or guesswork. This by no means de- 

21 



22 BUSINESS EESEABOH AND STATISTICS 


tracts from its value. It is an absurd notion that only 
100%, or nearly 100% correct data is useful or 
safe. In all efforts, even in scientific work, approxi- 
mation, estimates, averages are of great value. As a rule, 
the only facts which are thoroughly attested as 100% 
correct are facts only seldom used or of no immedi- 
ate value, or mere records of the past. It is usually 
the ease that the facts most needed and most useful are 
the kind hardest to get and in which there is no possi- 
afoility of 100% accuracy. The serious place of business 
research, and the possible profit and advantage of it is 
illustrated in this situation. 

The important thing is to distingui^ clear-mindedly 
between that which is of a high degree of accuracy, near- 
facts and sheer estimates and guesswork ; in other words, 
to discriminate between kinds and character of fact and 
degrees of accuracy. Untrained minds often have preju- 
dices against facts and figures for the sole reason that 
they have used them unintelligently and with indiscrimi- 
nate faith. Natural laziness of mind tends to make peo- 
ple accept facts and figures, especially when they look 
imposing and accurate, regarding them as infallible and 
exact. Human nature is constantly seating a rule-of- 
thumb in place of original thinking, and often looks for 
statistics to back up preconceived ideas. This is fairly 
easy. 

The utter carelessness of the average person with facts 
is wen illustrated in a trial in court when witnesses per- 
sistently endeavor to get before a jury so-called “facts” 
barred out by the rules of evidence, which are deliber- 
ately shaped to eliminate near-facts and guesswork. 
It is one of the amazing traits of human nature that 
desire and emotion make otherwise honest people 
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swear that something is a fact which is not a fact at all. 

Nothing is fact*(l) which gives only a partial picture 
of the situation, (2) which is based only upon opinion, 
(3) which is embellished by imagined details, or (4) 
which has not been verified and doubled-checked. It is 
known that two people will report the same events or 
facts in a different manner — the difference being that 
• one is a competent observer and the other is not. Eveiy 
city editor on a newspaper is familiar with the inability 
of new reporters to get facts straight. In journalism, as 
in business research, it requires special training to re- 
port facts. 

12. The limitation of figures. — ^To the uninitiated, figures 
usually look imposing and carry with them a certain 
air of unimpeachable finality. Yet it must be remem- 
bered that figures are mere counts of noses, mere nu- 
merical expression of facts, and that they represent only 
the quantitative measure, not a qualitative measure. Any 
numerical presentation of facts which is no't based upon 
uniformity in the things counted is misleading. If you 
are merely interested in the number of people irrespec^ 
tive of their kind, a count of noses is valuable; but in 
any study of people a count of noses is a negligible or 
minor item. The U. S. Census is a very ambitious count 
of people, but it has nothing to say about the multiplex 
richness and variety of character and temperament of 
the people counted. 

The limitation of figures and the statistics available 
on a problem is quite another thing. Nearly all types 
of facts lead themselves to study through the figure 
method, once the right definitions and clasmfications 
have been made; and if only the proper data for study 
from the numerical side is secured, quite remarkable 
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scope for analysis is open. But the limitation of such 
figures in reaching the result desired *lnust not he over- 
looked before basing important decisions upon them. It 
is a practice too much indulged in to base a vei-y great 
deal of conclusion upon a very slim foundation of figures. 
This is not the fault of the figures, for in nearly all cases 
much more vital information might be secured and ex- 
pressed through figures if the proper effort and investi- 
gation vere made. The strong tendency is to ignore the 
kind of facits most needed and be content with easy-to- 
get-figures. Statistics are too frecLuently regarded as 
obliging servants and slaves, and it is vsddely believed 
that they can be made to "prove things”. Statistics 
themselves cannot "prove” anything; they are mere in- 
animate pictures of supposed facts ; the logic and reason- 
ing of the writer or reader is needed to complete the 
syllogism. As James W. Mcllraith says in his book on 
"The Cost of Prices in New Zealand,” "a given economic 
fact is the result of numerous complex forces, many of 
which are in a state of constant variations, and react 
upon one another; and of these forces only a few can be 
adequately described by the method of statistics. Con- 
sequently these few are often quoted as if they were the 
only active causes, whereas the effect attributed to them 
is probably only on the assumption that all other causes 
remain unchanged or suspended. Statistics even when 
compiled accurately, though often absolutely for a com- 
plete solution of a problem, do not in themselves provide 
that solution, but are to be used in conjunction with 
evidences of other kinds.” 

13. The psychology of statistics. — ^Although states of 
mind and other delicate phases of life and economic facts 
which business must necessarily deal in are extremely 
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ern methods have*brought^even much more abstract and 
evanescent matters into the realm of statistics, by the 
application of laboratory methods. What we are here 
interested in is that the scope and range of facts for 
business purposes is greatly enlarged through this means, 
and that it is no longer necessary to regard the states 
• of mind of consumers and distributors for instance, as 
matters to be guessed at in business, since they can be 
reduced to the forms of reliable statistics. 

Similarly, it is possible to determine the 'hlind. side*' 
of statistics; to supplement with statistics the facts 
which explain the psychology behind certain figures. 
Facts and figures give out wrong impressions and in- 
vite wrong .conclusions, often, until the psychology be- 
hind such statistics is analyzed and a further showing of 
facts based on this psychology is made. The statistics 
of high sugar consumption in America can thus be ex- 
plained, or the statistics of divorce. 

Psychology in connection with the mere use of statis- 
tics is in itself worthy of consideration. Few things are 
so well hated as statistics; largely for the reason that 
real facts are extremely stubborn and often disagreeable 
things which upset many illusions and comfortable no- 
tions. Eeal facts are so frequently inhuman because they 
are unanswerable. Most human beings live in worlds of 
illusion, and illusion is the natural and sworn enemy 
of statistics. The disappointment and irritation of in- 
dividuals disillusioned by statistics are thus vented upon 
the statistics themselves and upon statistical method in 
general. 

There are two attitudes of mind towards statistics — 
that of too ready acceptance and dependence, and that 
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of inattention, disparagement and antagoiiism. Truth 
often, therefore, goes begging, and is p^sistently rejected 
— it must be “sold” to those it affects. A good statis- 
tician will make every effort therefore to have his data 
make no undue pretensions, clearly marking off their 
real province and foi'bear from making them indicate 
too great finality or inclusiveness, and clearly stating the 
basis from which they have originated. A certain mod- 
esty in the presentation of figures and statistics is ex- 
tremely sound psychology, if it is desired to get respect 
for the facts to which they are entitled. 

14. Checkmg up facts. — ^Although it is a fatal defect 
and a mark of narrow scope in the handling of statistics 
to permit oneself to be in a merely suspicious attitude, 
permitting no proper use of the intuitive imagination; 
nevertheless, a real and important part of all statistical 
work is the proper checking up of facts and figures. A 
great welter of facts and figures is constantly appearing 
in print, and the average person fails to realize with 
what haphazard method and slovenliness of research such 
statistics are frequently compiled ; nor the great danger 
of error in reprinting and hasty proof-reading in the case 
of hastily issued periodicals. 

As a matter of fact all statistics are open to criticism. 
The United States census figures, both of population and 
manufacture, and practically every other supposedly au- 
thoritative source of figures can be shown upon expert 
analysis to be crude and inadequate, if not positively in- 
correct and misleading in certain particulars and sec- 
tions. No source of figures however high should be re- 
garded as beyond suspicion. Nor should it be regarded 
as fatal to the use of such statistics if they do not check 
up. Infallibility and perfection are some of the virtues 
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to wliich. statistics can never attain, even thongli they 
may aspire, • 

The best that can be done in checking np facts is to 
have a clear understanding as to their source, and their 
limitations expressed frankly without reservation. If 
possible to check back to their sources this should also 
be done. 

In the checking of conclusions from statistics some 
standard rules and guides are available. Newsholme ha® 
laid down these four rules: 

1. Never have preconceived ideas as to what the figures 
are to prove. 

2. Never reject a number that seems contrary to what 
you might expect, merely .because it departs a good deal 
from the apparent average. 

3. Be careful to weigh and record all the possible 
causes^ of an event, and do not attribute to one what is 
really the result of a combination of several. 

^ 4. Never compare data which has nothing in common. 

Foley also gives these rules: 

1. Every statistical estimate should be considered in 
the light given by corresponding estimates for previous 
years. 

2. Every total should be homogeneous in that quality 
which concerns the argument 

3. Where values are used the effects of replacing them 
by quantities should he tested. 

4. The errors latent in the constituent which form an 
estimate should be examined, and their effects on the es- 
timates should be tested with reference to the purpose 
for which the estimate is used. The maximum average 
errors should be calculated to see if their concurrent 
would affect the result. 
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5. The ideal measurements necessary to support each 
deduction should he conceived, and if'the estimates ac- 
cessible do not necessarily give the same view as the ideal 
measurement they should he rejected. 

6. When the proficiency of statistics as estimated is 
established, the arguments based on them should rebound 
to the statistical results by the ordinary rules of logic. 

In addition to this from a practical point of view it is - 
important that statistics be pertinent to the definite 
problem in hand. One of the real diflSiculties with sta- 
tistics is that figures are piled up where figures are not 
needed, and figures are lacking where they are especially 
important. 

15. Changing the “facts.” — The creative, virile, aggres- 
sive type of businessman does not take a servile attitude 
toward facts. He regards himself as a shaper of eco- 
nomic history, as the agent of business evolution. 

In other words, when he is shown the gathered facts 
regarding a business situation, he first assures himself 
that the facts are really as stated, and then, if the for- 
tunes of business make it worth while, he begins to in- 
quire, can the facts he changed? 

This does not mean the facts about ihe past, but the 
facts of the future. If it appears that the market for an 
article is severely limited; or if the method of market- 
ing has for years been a certain way, or even if the habits 
of the public, in dress, or food, or outlook on life are 
shown to be thus and so, the aggressive businessman will 
not rest content until he is satisfied that these facts can- 
not be changed. 

The most remarkable examples of such change of eco- 
nomic facts through long-continued business effort, in- 
volving the expenditure of millions of dollars are writ- 
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ten into th6 business history of the United States. Thd 
makers of type^friters and telephones’ had literally to 
fight their way through the stubborn indifference and an- 
tagonism of businessmen to use either the telephone or 
typewriter, now the most intimate mechanisms of the 
business machine of to-day. 

The clothing manufacturers, the Hart Schafifner & 
Marx’s, the Cluett-Peabody’s of the country, brought 
about gradually an era of better dressing, and specific, 
permanent formulas of fashion. The American man 
without his ready-made suit, his linen collar, wouldn’t be 
the American man; and most of us hardy realize this 
until we travel abroad. 

Facts can le changed, even if they are quite deep-rooted 
in custom and human nature. Business men must think 
of business in terms of development, larger volume, lower 
price and profit, broadening of markets; and this almost 
necessarily means changing the facts, as they now stand. 

Eesearch is the balancing deteiminant as to whether 
the desire or resolution to change any given facts is an 
impossible dream or whether it is a realizable hope, near 
or remote. Many men have had “faith” that they could 
“change facts,” but it was merely beating their heads 
upon impenetrable granite walls. Nevertheless, others 
constantly turn away, convinced that they cannot 
change the facts, when merely slight aggressiveness might 
quickly break down the fragile obstacle to realization. 
The important questions are, what is the thickness and 
the composition of the wall to be broken down? Is it 
granite a mile thick, or an eggshell? How long will it 
take to bore through and what will it cost? 

In other words, the matter of facts as to present con- 
ditions must be viewed from the engineering point of 
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view. If a country is wild and untracked or nntunnelled, 
engineers can survey the field and transform, it into blos- 
soming civilization — at a given cost of time and money 
and brains. 



CHAPTER III 


TYPES AND KINDS OP DATA 

16. Fundamental facts concerning an industry. — It is fre- 
quently the fact that those engaged in an industry know 
remarkably little concerning this industry at large. They 
have but a rague idea of the general tendencies of the 
industry. Many of these ideas are colored too much 
by their personal experience — and they are therefore 
short-visioned in their own devdopment, since no indi- 
vidual concern in an industry can remain unaffected by 
general trends and undercurrents. Knowledge of them 
can be turned into profit. 

The corrective to such a situation is of course that of 
"securing analytical researches of the industry at large if 
they can be obtained. Concerns engaged in manufacture 
can as a rule obtain such researches and reports, or have 
them made to order. To illustrate what is meant by such 
a research the following outline of the typical contents 
is valuable to study: 

Origin and development: 

a. History of product. 

b. Past development of sales and distribution. 

c. History of consumption and public attituda 

d. General status to date. 

Present production: 

a. Companies in the field. 

b. Capital employed. 

c. Financial history and status. 
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d. Labor and factory conditions. 

e. Location of plants. 

f. Volume of business. 

g. Raw material supply, past, present, and future. 

h. Profit, turnover and costs. 

i. Types and models and varieties manufactured. 

j. Personnel of concerns in the field. 

k. Mortality of concerns in the field. 

Good-will and protection: 

a. Patent or other exclusive basis, 
h. Trade mark and priority status. 

c. Relative good-wiU standing of principal firms. 

d. Consumer reputation. 

e. Peculiarity of article and field in relation to protec- 

tion and jwssible future status. 

f. Competition. 

Distribution conditions and methods: 

a. Present channels of distribution. 

b. Possible further channels. 

c. Distribution difficulties. 

Bales organization and method: 

a. T^es of sales organization used by various con- 

cerns. 

b. Sales policies and methods used. 

c. Sales arguments and general basis of selling. 

d. Price policy. 

e Guarantees and service offered. 

Present consumption conditions: 

a. Study of per capita consumption. 

b. Analysis of character of present volume of business. 

e. State of mind of consumers. 

d. Conditions affecting consumption. 

e. Consumption by states and sections. 
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Future consumption conditions: 

a. Statistical Study of maximum selling possibilities 

by states. 

b. Graphic comparison of production and consumption 

curves. 

c. General analysis of future consumption conditions. 

d. Study of purchasing power by grades and classes. 

. Advertising: 

a. Past methods. 

b. Present character and trend of advertising. 

c. Statistical review of mediums and expenditures. 

d. Outline of needs for future. 

e. Special methods applicable to the industry. 
Competition: 

a. Study of relation of various concerns in the indus- 

try, 

b. Comparisons and relative strength and weakness. 
17. Preliminary requirements in analyzing a new project. — 

Whether it be an entirely new line of business, or a new 
article to be added to a line, the procedure of investiga- 
tion to go through, if there is to be made possible a clear 
and accurate judgment of plans of procedure, should be 
substantially along the lines of the following data: 

1. Technical test and analysis of product. 

2. Practical test on typical consumers: 

a. Actual tryout by consumers. 

b. Tabulation of consumer opinions and attitudey 

by actual canvass. 

3. Analysis of consumption: 

a. Present consumption. 

b. Present manufacturing and selling conditions 

and success. 

c. Present competitive status, territorially. 
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d. Possible consumption. 

e. Study of distributive channels'' and trade senti- 

ment (actual canvass of dealers throughout 
the country), 

4. Trademark analysis: 

a. Construction of trademarks to secure maximum 

advertising value and maximum protection. 

b. 'Search of mark among unregistered as well as 

registered marks. 

c. Layout of protective records and plans for 

trademark conservation. 

d. Coordination of trademark plan with general 

plans of label, package and all possible forma 
of publicity. 

5. Analysis of price and profits: 

a. Analysis of costs on basis of specific first vol* 

ume of manufacture. 

b. Analysis of selling costs. 

c. Analysis of distributers’ profits. 

d. Analysis of competitive costs and profits. 

€. Layout of price policy and protection. 

f. Study of “what traffic will bear” and fixing 

reasonable retailing price. 

18. Operative data required before' starting a new project. 
— Such data may naturally classify itself somewhat as 
follows ; 

1. Analysis of sales and advertising situation: 

a. Layout of staff organization necessary. 

b. Study of alternative methods of campaigning. 

c. Study of alternative methods of advertising. 

d. Investigation of parallel and. competitive sales 

and advertising methods and experience. 

e. Study of probable factors of resistance. 
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f. Layout of maximum sales points and arguments. 

g. Standardization of sales policy and of posi- 

tion. 

L. Study of trade paper advei’tising efficiency for 
tlie proposition. 

1 Study of consumer advertising mediums^ effi- 
ciency for proposition. 

j. Study of auxiliary and special advertising effi- 
ciency. 

2, Fmamial "budget of estimated ecopenses and returns: 

la. Tabulation of complete expense balanced 
against returns from 90% of proposed first 
yearly output: (1) per unit of material; and 
(2) per complete yearly volume. 

(b. Detail of manufacturing expense, 
q. Detail of sales organization expense. 

d. Detail of special advertising expense. 

e. Detail of expected volume of sales and basis 

of estimation. 

f. Detail of possible lesser and greater volumes 

of sales; witb accompanying scales of gradu- 
ated costs and expense. 

g. Detail of administrative financing of proposi- 

tion. 

3. Blue printing and scheduling of plan of action: 

a. Chronological layout for factory production 
and delivery. 

%. Chronological layout of sales organization 
wort. 

c. Chronological layout of mail campaign to 

dealers. 

d. Chronological layout of trade paper advertis- 

ing. 
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e. Chronological layout of tryout of local terri- 

torial advertising work. *" 

f. Chronological layout of special stunts. 

g. Chronological layout of general development. 

19. Adequate records and reports of business operation. — 

There are always plenty of reports or statistics about 
an office, covering the details of management; but the 
important difference between these and the records and 
reports above referred to are that something more than 
surface facts are required. Adequate and searching data 
about a business are not as a rule furnished by routine 
employees — they can only be secured through research 
and with the help of trained minds which have the abili'ty 
to look below the surface. 

The surprising fact is that men of high technical ability 
in routine positions will sit calmly day after day over a 
veritable nost of vital facts, needing only the right point 
of view and research ability and experience to bring 
them to light, yet innocently unaware of their existence ; 
or if aware of them incapable of reading their true mean- 
ing or correlating them properly to other facts. 

High executives often fail to read plain facts and to 
see their true indications, or do not know what factors to 
study. Their perspective is too much foreshortened — they 
need to step away a few paces, or better still, hire some- 
one do it for them and so stimulate them to do likewise. 

Eesearches of management are of very wide scope, and 
are more fully detailed in a later chapter, but for the 
present purpose may be broadly indicated by a list of the 
vital types of data on business operation which has 
proved highly valuable to study. 

1. A study of unit costs of general factors, such as 
the unit cost of handling each order. 
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2. An analysis of cost of hiring and firing. 

3. A study of tost of writing letters. 

4. An analysis of average size of orders and the 

meaning. 

5. An investigation of why customers cease buying, 

and a study of variations from average in ac- 
counts. 

6. A study of tendency curves in various elements of 

the operation of the business. 

7. An analysis of the proportion and kind of pros- 

pects turned into customer#. 

8. An inquiry into the nature of credit losses, or of 

finance of customer purchases. 

9. Analysis of the consumer attitude. 

10, A rigid technical study of competitive goods. 

11. An economic inquiry into the status of the dealer 

or jobber. 

All of these are actually reports on business operation 
— and the range of the subjects listed cover all the de- 
partments of business operation. Also the inquiries 
range from fairly small matters to exceedingly funda- 
mental matters. They are listed here to build a clear 
picture in the reader^s mind as to types and kinds of 
data which are important in business operation. 

20. Analysis of consumer and consumption. — This is a 
special basic type of data which is not easily obtainable 
and must be accumulated and studied gradually, al- 
though there need to be definite researches before any ex- 
penditure or risks are undertaken. 

The consumer is the decisive factor in all business, and 
his condition, location, number, vagaries, habits and 
changes mnst naturally be of first importance. It is 
foolish to run counter to the needs and wants of con- 
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sumers, but equally foolish, to lack courage ox conviction 
in swaying consumers to your point of .view. A nice ad- 
justment of effort to requirement is needed, and in this 
work exact information plays the leading part in suc- 
cess. 

The type of data on the consumer and consumption 
which is important to study is illustrated in the attached 
list of items: 

!• Exact number and location of logical prospects 
(this work alone, for some lines of business, re- 
quires an enormous amount of research, but is 
always and invariably worth its cost). 

2. Dissection of logical prospects into all possible 

classes and kinds. 

3. Analysis of their present and possible volume of 

purchase. 

4. Investigation of their present state of mind: 

a. Toward line in general. 

b. Toward various brands or types in partic- 

ular. 

5. Study of their habits of purchase, their present 

channels of receiving impressions and informa^ 
tion about such merchandise. 

6. Analysis of whom and what kind of persons enter 

into counsel in purchase of goods (of higher 
price levels). 

7. Study of per capita consumption, together with 

domestic, territorial and foreign comparisons; 
also comparisons with per capita consumptions 
of other allied articles. 

8. Inquiry into logical possibilities from a technical 

point of view, of increasng or broadening out per 
capita consumption. 
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9. Analysis of auxiliary factors affecting per capita 
consumption. 

19. Statistical research into average characteristics of 
purchase orders, of consumers and of consump- 
tion conditions. 

21. Graphic sunmaries and reviews. — This type of data 
is simply a focusing operation into small range for the 
benefit of higher executives, in order that they may be 
able to readily and quickly grasp the manifold factors 
affecting the business, and see their relationship one to 
the other. 

The best method is, of course, the graphic chart meth- 
od. Details of methods of presenting subjects to boards 
of directors in graphic manner are given in a later chap- 
ter. The present purpose is to outline the kind of data 
which may he summarized and prepared, as a rule in a 
standard size loose-leaf binder, for executive study. A 
partial list of such summaries and reviews might be: 

1. General business conditions. 

2. Graphic record of orders, plotted in logarithmic 

relation to profits, expenses, budgeted quotas, etc. 

3. General and specific departmental unit of cost fac- 

tors. 

4. Eaw material, stocks on hand, factory production, 

financial factors; cash balances, bills collectable 
and payable, notes and financial obligations, un- 
filled orders. 

5. Sales factors, fluctuations in types of orders, origin 

and class of orders, size of orders, individual 
salesmen’s records, etc. 

6. Production factors; labor, deportmented output, 

etc. 

7. Special reports in summary. 
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Such summaries and reviews should not -he entrusted 
wholly to accountants and record ke^ers — ^they should 
be the work of a research and statistical department, 
prepared with a broad perspective. For this reason the 
research department requires to be an active practical 
element in a business in order to be of its best possible 
use. 

32. Inquiry into distribution problems. — In no depart-, 
ment of business operation are there such complicated 
problems as in the distribution of goods. Sellers are at 
the mercy of the disposition and ability of distributors, 
and of fundamental facts and strategies governing dis- 
tribution. A firm has complete control over its labor, 
machinery and executives up to the point of finished pro- 
duction, but thereafter uncontrolled factors limit its 
success. These uncontrolled factors of distribution nat- 
urally offer the most inviting field for investigation and 
research. The problem is large, varied and deep-rooted. 
It touches many problems, social, economic and political, 
together with psychology, practical organization, fore- 
sight, and educational skill. 

Concerns which have carefuly investigated such mat- 
ters in a deep-going manner have been able to very wisely 
plan their future. Th^ have also been able to under- 
take serious work which, if not in the immediate pres- 
ent, then within a few years, has produced very unusual 
results. Such wisdom in the use of research has ranked 
them as highly creative and constructive in their prac- 
tical vision — with a corresponding reward in superior po- 
sition in the market. 

The following is an outline of the various problems 
and facts of distribution which will bear analyzing, in- 
vestigating and charting; 
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1. Inquiry into percentage of distribution. 

Working out your selective position in the 
market; figuring present percentage of dis- 
tribution; comparison of percentage of dis- 
tribution with others in field. 

2. Study of jobbing zones of the United States in your 

field. 

Data about the natural jobbing areas and their 
relative importance. 

3. Analysis of changing conditions in distribution. 

Keadjustments in the kinds of merchandise 
carried by various classes of distributors; 
new possibilities for wider selling. 

4. Comparative growth by territorial or zone growth 

or through nation-wide simultaneous effort. 

The correct policy to follow. Conditions under 
which the territorial method would be sound- 
est and conditions under which national 
selling and advertising would be best. 

5. Analysis of trade channels and volumes. 

Showing how the country’s trade is divided up; 
volume of trading by retail outlets; expan- 
sion of retail stock lines; concentration of 
trade volumes; distribution and massing O'f 
population and retail outlets. 

6. Analysis of jobbing policies and practice. 

Showing historical comparison and evolution 
of jobbing; present day jobbing centers and 
reaches; co'mparative volume of trade pass- 
ing through jobbers. 

7. General analysis of retail outlets. 

The typical 3-store shopping lines off goods; 
the subdivisions and proportions of trade 
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volume going to -department store, hardware, 
etc. ; analysis of relative vaiue of rural trade 
in cities of various population grades. 

8. Inquiry into policy of selling direct to dealers. 

Proportion of selling done direct in various 
lines of trade; reasons for and experiences 
with such policy; with chart showing typi- 
cal sales, line of action and routes of com- 
munication; and suggested form of sales 
route to consumer. 

9. Analysis of policy of selling direct to consumer. 

Consideration of economics of direct selling; 
inquiry into comparative volume of business 
sold direct to consumer; illustrated with 
chart showing typical sales line of action in 
direct selling. 

10. Study of house distribution organization. 

Organization chart of branch organization ; 
and district offices; operated by other con- 
cerns; study of applicability of method to 
your proposition conditions. 

11. Rural and small town distribution. 

Statistical distribution of general stores; trol- 
ley systems and suburban railroad networks 
around cities, etc. ; study of massing of rural 
population; radius of influence of the city 
newspapers, both daily and Sunday; inquiry 
into typical division ofsmall town purchasers. 

12. Study of national sales districting methods. 

Inquiry into efficient layout of sales districts, 
examination of boundaries, transportation 
factors, etc., sales block system and direct 
routing. 
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13. Inquiry into price and distribution standardiza- 
tion. 

* Study of price maintenance, possibilities, meth- 
ods and experiences; working out of zone 
map of geographical price variations; study 
of quantity prices and discount scales; study 
of conditions effecting price raises and low- 
erings, margins or profit to js^bber and re- 
tailer; consumer attitude to price. 

23. General economic surveys. — ^When properly consid- 
ered, almost all business enterprises rest upon certain 
economic conditions or circumstances, which often are 
too much taken for granted, and viewed too uncritically 
or superficially. Deeper study often brings to view cer- 
tain facts and conclusions which open up new opportuni- 
ties for long-visioned constructive effort. Only a limited 
number of business concerns have considered that they 
had the breadth of interest, time and money to enter into 
broad economic studies, usually the leader in any single 
field of industry is the one to make the investigation. 

Inquiries of this kind should naturally be made by 
public institutions, especially by the government, but are 
undertaken often in a public-spirited way with a shrewd- 
eye to resulting business advantages in addition. 

Surveys of this type may be along such lines as these: 

1. Inquiry into causes of increased cost of living. 

2, Study of distribution economy, 

c. Inquiry into technique of certain articles. 

4. Mechanical, chemical or special scientific researches. 

5. Special studies, compilation of books, etc. 

These researches require a heavy expenditure, but are 
undoubtedly excellent investments from the point of view 
of good will, enlightenment, propaganda, etc. They can 
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often be made so that they are good material for book 
publication, which adds to their dignify. Investigations 
of such exhaustive and broad nature are undertaken by 
concerns which make them for the benefit ol their cus- 
tomers. Large publishing firms, or advertising media 
owners make them for the benefit of advertisers. An im- 
portant future lies before such work. The Hart Schaff- 
ner & Marx economic prizes, in their suggested range of 
subjects, list many of the broader economic problems 
which might be undertaken as researches: 

What forms of education should be advised for the 
elevation of wage-earners from a lower to a higher in- 
dustrial status in the United States ? 

The influence of credit on the level of prices. 

Should the government seek to control or regulate the 
use of mines of coal, iron, or other raw materials, whose 
supply may become the subject of monopoly? 

What provision can be made for workingmen to avoid 
the economic insecurity said to accompany the modern 
wage-system? 

Causes of the rise of prices since 1898. 

The best scheme for uniform corporation accounts. 

The relative efficiency of American and European la- 
bor in manufacturing industries. 

The value of protectionism to American workingmen. 

The value of organized speculation. 

Would public interests be subserved by the amendment 
or repeal of the so-called Sherman anti-trust law? 

A scientific basis for tariff revision. 

How far is competition actually crippled to-day in 
American industries? 

A study of various forms of combination. 

Price regulation by governmental authority. 
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A study on the changes of modern standards of living. 

Price maintenance. 

Social insurance. 

The theory and practice of a minimum wage law. 

24. Retail problems of sales and management. — Not only 
are the 500,000 retail stores of the country interested in 
anything that will cut down the enormous mortality 
among them, but the jobbers and manufacturers who sell 
through retailers are even more deeply interested in re- 
tail problems, as they cannot expand or develop except 
as the sales development and management ability of the 
general level of retailers improves. 

So serious is this problem to manufacturers in some 
lines where the retailers are especially backward, that 
very extensive and costly researches have been conducted 
and far reaching policies adopted aiming at dealer edu- 
cation and development. In fact, one of the first commer- 
cial research departments established some years ago 
was formed by the U. S. Eubber Company under the 
guidance of Prof. Paul H. Nystrom, of the University of 
Wisconsin, an authority on retail problems. The pur- 
pose of this department was to inquire into the retailing 
problems of the company’s customers. 

The retail problem has been growing especially acute 
from the angle of the manufacturer, because of the pres- 
sure on the standard type of small retailer from three 
sides — ^the chain store in the cities, the mail order house 
in the small towns and the department store. All three 
of these modem Goliaths of retailing have had this great 
advantage over the small retailer— that they could secure 
the best possible executive brains, and operating from a 
centralized basis, standardize methods of operation. The 
small retailer has thus competed with his own smaller 
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degree of skill and knowledge against superior informa- 
tion and methods, to say nothing of purchase in quantity 
and other centralized economies. 

Quite logically, therefore, since the three larger types 
of retail outlets have not been whole hearted cooperators 
with the average manufacturer, it has become recognized 
that the manufacturer distinctly owes it to his dealers to 
provide centralized researches of a kind that will not 
only help him sell his own goods, but all the dealer’s 
goods. Mere uninformed efforts to advise retailers puts 
manufacturers in a poor light, as retailing is a compli- 
cated special business. In order to be of real assistance, 
unusual knowledge and information is required, and these 
can only be had by research, as modern knowledge of re- 
tailing success is not broadcastly available. The Harvard 
School of Business Administration has undertaken some 
exhaustive studies of value in several fields, but so many 
sides to the problem are presented that there remains a 
great deal to be done. 

Among these many possible researches, a few may be 
listed : 

1. Eesearches into turnover. 

2. Analytical study of retail costs of doing business, 

and standardization of cost items. 

3. Studies of retail salesmanship. 

4. Methods of educating sales-people. 

5. Bonus and compensation system for sales-people. 

6. Price maintenance problems. 

7. Trademarked articles, con trademarked articles, 

the private brands, and their place in successful 
retail policy. 

8. Credit and cash methods. 

9. Self-serving stores. 
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10. Analysis of successful cihain store methods. 

11. Neighborhood buying and shopping habit and prac- 

tice. 

12. Study of the use of comparative prices and bar- 

gains. 

13. Retail store arrangement methods. 

14. Window display science. 

15. Store location science. 

16. Educational sales development methods. 

25. Special department store problems. — Chain stores and 
department stores have their own problems, too. In fact 
a group of department stores now maintain a coopera- 
tive research department which has been of considerable 
value, though confined to routine matters. 

Some problems which department stores are interested 
in investigating are: 

1. Analysis of methods of paying commissions on 

sales in department stores. 

Complete analysis of subject, from all angles, 
in typewritten loose-leaf foi*m. 

2. Study of schools for training sales-people in de* 

partment stores. 

Analytical report giving details of methods 
used in schools ; outlines of studies ; also rea* 
sons for discontinuing schools, etc. 

3. Investigation of welfare methods among depart- 
. ment store employees. 

Details of plans in operation ; methods discon- 
tinued, and consensus of opinion and experi- 
ence in scope and application. 

4. Comparison and study of wages paid to department 

store employees. 

Tables of comparisons of wage standards in 



^ BUSINESS RESEARCH AND STATISTICS 

<3ifferent cities; different grades and types 
of stores; different method^ of computation, 
promotion standards, etc. ’ 

5. Analysis of methods of selecting einployees for de- 

partment stores. 

Copies of application Wanks and ads; stand- 
ards of different stores ; methods of handling 
new employees; turnover in stores; etc. 

6. Study of profit-sharing systems in department 

stores. 

Analysis of various plans in use or discontin- 
ued, details from financial point of view; 
consensus of experience; forms and litera- 
ture of stores. 

7* Study of employees^ associations, sociaj and bene- 
fit, in department stores. 

Forms and literature, facts about each type and 
kind in operation; opinions of employer and 
employee, etc. 

8. Analysis of mail order business in department 
stores. 

Study of methods and success of various firms 
in different parts of country; methods of 
selling and advertising used; examples of 
catalogs, etc. 

a study of use of statistical analysis in department 
stores. 

How to organize records so as to be able to 
have vital statistics of the business <juickly; 
what statistics of depai'tment store business 
are important to studj daily and weekly; 
how various firms operate statistical plan, 
etc. 
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10. Analysis of sales book methods and problems. 

Method^ and experience of various forms; 
problems encountered; how met and han- 
dled; critical comparison of various makes 
available. 

11. Study of cash carrier systems. 

Analytical comparison; experiences and confi- 
dential opinions; analysis of conditions. 

X2. Study of department store organization. 

With ideal organization chart in blue print 
form; study of executive personnel, proper 
division of authority and responsibility; 
functions and individuals analyzed. 

13. Analysis of ideal department layout. 

Study of relative stores location values for de- 
partment store; giving practice and experi- 
ence of other firms; reasons for variations, 
etc. 

14. Study of merchandise turnover in department 

stores. 

Average turnovers in various departments ; 
analysis of principles, of turnover; methods 
used to increase it; policies of successful 
stores in regard to turnover. 

15. Investigation of costs of doing business in depart- 

ment stores. 

Average costs of doing business in different 
grades of stores, different types and different 
cities; standard methods of computing costs; 
comparison with other retail costs; study of 
cost factors and tendencies. 

16. Study of department store general policies. 

How stores increase effoctiveness of their ef- 
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forts with individual policies, basis of opera- 
tion and merchandising idea. Description 
of instances; comparisons and analytical re- 
view. 

17. Department store advertising methods and experi- 

ences. 

Analysis of average appropriation and plan of 
basing it; advertising policies; relative 
merits of morning and evening papers; use 
of other mediums; conservatism and radical- 
ism of tone; atmosphere and quality trade; 
bargain sales and price comparisons; adver- 
tising trademarked merchandise; freshness 
of copy; methods of various firms and ex- 
perience consensus. 

18. Voucher and pay roll systems. 

Analysis of best methods illustrated with 
forms; experiences of many firms. 

In addition to the above types of researches are also 
researches into the buying capacity of the retail storeys 
logical territory; a research of the types, prices and 
grades and quantities of merchandise which they can ab- 
sorb. Inquiries into the earning power, occupations, 
shopping habits and typical budgets, etc., are also valu- 
able. Local surveys of an exhaustive nature are now 
more and more undertaken by department stores, chain 
store systems, etc. Research departments are being es- 
tablished and the application of the research idea made 
to all forms of retailing problems. 

26. Scientific and technical investigations. — ^Although not 
altogether properly pertinent to our subject, the making 
of scientific and technical researches have an associated 
value and significance which will require outlining. 

I 
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This association and relationship is due to the in- 
escapable merchandising or seles point of view necessary 
to consider in the making of scientific or technical re- 
searches. It is the sheerest business impracticality — 
though it may be splendid applied science — to con- 
duct scientific and technical investigations which have 
only a theoretical or abstract value. One of the most 
pointed truths in business technique is that while many 
inventions and products may be devised which have some 
interest or even usefulness, there is only a relatively 
small percentage which has a commercial value. 

Some of the most modern technical research depart- 
ments combine both functions — that of technical as well 
as sales analysis. Other technical research departments 
have a free reign to devise and invent and investigate 
what they will, but their findings are tested in a commer- 
cial research department. Other research departments 
or laboratories take their orders from a commercial re- 
search department, which simply asks that a solution to 
specific problems be found. For it is quite true that a 
great many brilliant commercial developments are the 
result of vision as to what the market desired and the 
concentration of technical brains upon the problem of 
meeting these desires. Kichard Sears, head of the great 
mail order house, very frequently planned new grades 
and types of merchandise sitting in consultation with 
his staff, simply in order to meet a price or a need which 
the market situation showed. Merchandising necessity 
or advisability is the logical mother of invention. 

The great rubber companies are constantly making ex- 
periments as to new applications of rubber, and if it is 
discovered (as it has been) that rubber is an excellent 
material for picture frames, then the question is passed 
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on to tlie commercial researchers who analyze the sub- 
ject from the selling and consumption points of view. 
The market analysis may or may not show it wise to 
manufacture. 

The scientific and technical branches of research have 
actually at present an entirely disproportionate degree 
of endowment and attention as compared with commer- 
cial research. The Eockefeller Foundation, for instance,, 
has placed half a million dollars at the disposal of the 
National Kesearch Council for scientific research, mainly 
in chemistry. The Bureau of Standards of the U. S. 
Government as well as many endowed laboratories have 
very great resources behind their efforts, whereas com- 
mercial research is at present entirely a private matter 
operated on a purely commercial basis. 

Yet there is an increasing amount of what is really 
scientific subject matter arising even in commercial re- 
search, while on the other hand purely scientific research 
needs greatly to be codrdinated with the practical ends 
of business. 

Such a synchronization between scientific and commer- 
cial research was ably practiced in Germany before 
the war, and with remarkably swift and profitable 
results. 

As illustrative of the types of investigation of partly 
or wholly scientific or technical nature, but which re- 
quire amendations, additions, reviewing and reconsid- 
eration from the commercial research point of view, is 
shown in the following list of subjects: 

1. The adaptability in cost, nature, operation, and use 
and general commercial availability of some ar-^ 
tide to be considered as a substitute for another 
now used. 
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2. Tlie ii>j< 2 'riil 2 iesSj volume of i^ossfule sale^ teclmical 

excel] eiiL'C? or defects uialer aveiage conditions of 
use uxd uYuse^ of au ardcic or -device. 

3. Tlie de’vl^iii.^ of new models or materials to fit cer- 

tain niriiket conditions or opportunities. 

4. The lesliaplng and planning of an article or device 

to fit Ike commercial necessities and advisabili* 
tieSj from tlie point of view of price, profit, clasg 
of users, volume desired, etc. 

5. The selection and study of a new article of manu- 

facture desired, Which will meet with equal suc- 
cess the suggestions of technical economy and 
feasabillty as well as maximum sales and profit 
possibilities. 

6. A technical examination of all competitive goods 

and an analysis of competitive claims, and the 
charting of the exact comparative standing of 
various brands or types of goods. 

7. Purely scientific researches of broad business prob- 

lems; researches which are net merely physical 
or chemical, but which apidy laboralory test piin- 
ciples to more intangible factors (see chapters 
xix and xx on Psychological researches j , 

For gi*eatest success in this much needed synchroniza- 
tion between cominereiai and the scientific research work 
there will be necessary an aUIiude of greater mutual 
tolerance and appreciation between scientists and busi- 
ness men. 
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RESEARCH DEPARTMENTS AND DATA SOURCES 

27. The new tendency towards establishing departments of 
research. — Several years before the war there appeared a 
tendency which will undoubtedly go far before it will 
reach its complete development, — ^the tendency to install 
research departments as a regular and permanent part 
of the executive plan of business organizations. Great 
business organizations like Swift and Armour, the 
United States Rubber Go., etc., were pioneers in this 
work. As the work was new, the heads of such research 
departments had to '‘find themselves,” and are still at 
work finding themselves; but at no time since its incep- 
tion has there been any uncertainty as to their value and 
resnlt-prodncing powers. 

The chief practical consideration advanced before 
business men for this new development was simply the 
fact that a business organization has a great many kinds 
of problems and conditions to consider, especially in its 
sales department. It finds that its need for information 
is so constant and so varied that quite logically a single 
department for the handling of business information 
and research is required. Under any other plan, execu- 
tives were losing valuable time wrestling with problems 
of investigation for which they were not fitted. Ordi- 
narily, unless a wider vision had been applied, this would 
amply have meant a slight enlargement of the usual 
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^^statistical -departnieiit/^ which for a number of years 
has been commoh, but which suffered greatly from the 
fact that they were merely record-making departments, 
hardly distinguishable from the accounting department 

The new vision of a business research department 
went a great deal further than this and realized the need 
of highly trained intelligence not only in securing such 
i’‘outine information desired by the various departments 
of business, but also in conducting on its own initiative 
investigations and researches W'hich might help in a 
larger way to solve some of the problems presented by 
the business as a whole. In one case where a consider- 
able research department was opened, the initial pur- 
pose was that of studying the problem of the retailer in 
order that the company which sold its goods to the re- 
tailer might develop information and pass it along to 
the company’s retailers, which would make them larger 
buyers and more active sellers of the company’s goods. 
In another case the initial purpose was to better labo-r 
conditions; in another case to increase office efficiency. 
In all three cases the departments rapidly enlarged, with 
profit to all concerned. 

The sound standard platform on which a modern re- 
search department may be built is that of bringing all 
the departments of a business into active coordination 
with the research department, and endeavoring in a cre- 
ative way to see whether the problems of each of these 
departments may not be solved to some degree by special 
work in research and information getting. This depart- 
ment should be aggressive and wide-reaching, and have a 
suggestive authority to all departments. 

28. The right type of man to head a research department.-— 
A very commendable tendency was started in the develop 
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ment of research dex^arlments hj securing ^college pro- 
fessors vho had some knowledge of Ike theory of eco- 
nomic matters and who therefore had an unbiased ana- 
lytic approach to hiiKsiness in vestiga lions. This tend- 
ency was an epoch making and radical departure for 
several reasons; that it established a working connection 
between industiy and the university^ belv^een theory and 
practice^ between the laboratory and the office. It has ^ 
been on the whole a profitable plan for business^ in that 
it secures the benefit of the scientific training of such 
men and of ihclr ability to generalise upon Llie problems 
in hand and thus to arrive at coneloslons and solutions 
more deep-reaching than had before been possible. Yet, 
the gap between university and practical life has been 
so great in America that much reinalned to be desired. 
It is extremely likely that a regular pi^ofession will be 
developed in the mailer of business leseai-ch and that 
special courses will be available in universities; and it 
is fairly certain that many more concerns will follow 
the footsteps of great industrial leaders and develop re- 
search departments, headed not by college professors 
but by those who will combine the specialized university 
training and business experience. 

This will not occur, however, until the more j)erfect 
liaison can be establi>slied betv/een theory and practice, 
between the university and the business office. Business 
men have been unable lo shake off a coiiviciion tliat even 
many of those who step from the professorial chair to 
the business research office have not yet mastered eco- 
nomics in a suCcjcndj^ concrete way to reach tlieir ut- 
termost usefulness. x\ifor all, they want laisiness men, 
not theorists; they wish to use theory for lujsjucss ends 
and not merely for the pleasure of iiieorlziiig. As the 
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situation stands, now, there are not enough men of the 
proper degree of training and point of view to meet the 
demand; and hiisiness men will be slow in developing 
the research idea in business until more men who are 
properly trained can be found and -developed. 

One of the giave dangers and temptations of a research 
department as a part of a business is in becoming b-w- 
reaucralizcil^ and becoming infected with the very de- 
stroying narrowness which it is its function to eliminate. 
A professional pride and a desire to make a showing have 
a tendency to creep into the way of the larger develop- 
ments and accurate functioning of such a department, 
which cannot be gauged or judged by the standards of 
any other department in the business. It must be a per- 
fectly free agent, but also at the same time intensely 
practical, and it must not be hinged in the slightest de- 
gree with a pride of department, or personal slant of the 
slightest degree, or any prejudice or limitations what- 
ever, for its very existence depends upon its sensibility 
to suggestion and external conditions. It is in fact the 
embassador of the outside of the business to the inside 
of the business, and must represent the exterior condi- 
tions accurately. It must remain unaffected by the 
business concern’s traditions or limitations which exist 
therein. Eesearch results of importance may hang upon 
the ahllity and courage to reach and apply completely 
new conclusions. 

It will thus be seen that it is an extremely vital matter 
that the head of a research department in an organi- 
miioii be cax’efrJIy ydeked and be a man of large enough 
calibre to imderslaiul his scope and fiinciion. The fre- 
quent and obvioiis mislake made Is to put some ^dirigbt 
young man” In charge of a research department -who has 
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a superior self-consciousness of the wisdom he possesses, 
but little practical business instinct; or some man who 
has developed a set and established point of view and 
method of working, and who is chiefly concerned with 
maintaining the supremacy of his department in the 
face of all suggestions and criticisms. It is better to 
have no research department at all than to have one in 
name only with a clerical-minded head or a mere statis- ‘ 
tical hack or a man interested primarily in making a 
showing for his department, or susceptible to vanities, 
jealousies or other personal limitations. It is also im- 
portant that such a research head be a man of sufficient 
strength and ability to be the confidant and frequent con- 
sultant with the highest executive in the business. .Oth- 
erwise, the department becomes a mere information de- 
partment and a supply or routine statistics, rather than 
a research department up to the level of modern needs 
and opportunity. 

29. Organization and scope of a research department.-— 
Ideally the research department in a business should be 
just one head, with several capable assistants. Danger 
lies in the expansion of a research department into an 
executive department of considerable detail. Eesearch 
work is frequently hampered by the pressure of executive 
detail, for the head of the research department cannot 
be looked upon exactly as a business executive operating 
a department. He functions at his best when he is al- 
most free from executive management For this reason 
among many others many of the ablest research depart- 
ments of the country do not undertake all the details 
of the work which is involved in their researches. They 
utilize special organizations better organized for the 
work and take the same attitude toward it that a business 
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house does towards its printing or its engraving; it saves 
money and secures better results by engaging special 
concerns from the outside. It confines its own efforts to 
the checking up of the work, the planning of it, and the 
judgment of results and the making of reports to execu- 
tives. 

Herewith is an ideal organization chart plan for a 
business research department, and its simplicity in the 
face of the considerable scope of its activities will be 
noted. 

30. Eesearch and statistical organizations and sources.— 
There are gradually being developed special organiza- 
tions which render it possible to secure a wide variety 
of data, a wide scope of service, and ability in research 
which is at the command of any business concern or 
business research department The principle of this 
type of service is well illustrated in the Dun or Brad- 
street credit information service. It is hard to realize 
that most business houses years ago insisted on operat- 
ing credit reporting bureaus for themselves. It soon be- 
came evident that a great central organization was 
vital, and it is now possible to secure information on 
the financial standing of any firm throughout the United 
States at short notice. The same is true of an organiza- 
tion now in existence for securing information on in- 
dividuals. It 's now possible to secure information con- 
cerning any individual anywhere in the United States, 
through an organization with ramifications into every 
county of the United States. Information on technical 
standards may be secured from the Government’s Bureau 
of Standards ; and export and a great deal of other busi- 
ness information can be secured from the department of 
Commerce at Washington. Specialized organizations 
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now index tlie contents of the trade mag’azines; collate 
the advertising rates of periodicals ihronghout the 
United States^ coordinate the catalogs cf biiMing Jiia- 
terial manufacturers; Collect tlironghon i the 

United States on an;- ^:’ihjcct whatsoever; provide IMl 
details of the profits and financial mveslment condllions 
of all concerns wIio.se securities are on piiHic sale, etc. 
These special organizations and many others in addition 
are inte- sided sonrces of information which it would he 
foolish to duplicate. 

Another type of organization is developing which pro- 
vides an even greater scope and directly applicable serv- 
ice. One organization makes a specialty in examining 
the fundamental financial and trade conditions of the 
country, charting the rise and fall of prices and basic 
economic positions. Another organization, specializes 
in the making of local trade researches throughout the 
United States, for the securing of information of any 
trade nature whatever; also the development of special 
statistics, the compilation of information and data on 
specified industries, and the making of specialized inves- 
tigations with a trained staff of statisticians and inves- 
tigators. Such a centralized service which could only 
he built up to a high degree of efficiency at a low cost by 
being a central organization, can perform services which 
no individual research department can "well afford to un- 
dertake. The traveling expense to travel any investigat- 
ors throughout the country is almost prohibitive, and 
wholly unnecessaiy, inasmuch as special organ izai ions 
have trained investigators located residentially in a large 
number of cities and towns. 

Naturally one of the first duties of a research depart- 
ment is to very fully familiarize itself with all the 
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sources wliic!! eiiUt lii-r tlie Biakiiig of ir.vo .Tgalions anti 
researches a: d to he able to coordmate '\7 Aj. sutli sources 
to a pariicu.ur Ler<‘^arcli end. 

Public of only minor ¥aluc,, bc/anse of 

the fact tliai diey a: e so largely for l/Hiks 

which are ycrra olJ^ and because of j bn 1 c * ’» le biLio 
completeness; Inil more liiaa all Lccan .? ef :ue fiber 
•lack of existence of irueh of tin fbua ' 1 nsb’SMS 

most desires. 11 1:s to be hoped Ibat t a j . ^ nles will 
be made moic valuable Lo kidsitivisf} r.rn fi . 'O :..iure f)y 
a more aggiessive policy cormjn.nAv; nl ' ?Hislner,s 
needs. The business Erandi of tin Tte-ra-b bb J.^ Pub- 
lic Library lias set a very ciedKable 

The Censt.'; department reports Lave .'C ; ■ •fLiIie and 
severe limitations In tlieir scope of Inbj. mib on. diiror- 
timately census data on inJnsiides is \e:‘y narrow in 
scope and bar loo Inoadtj cmssllled, also b.o .c r.ij };ears 
behind date la be of any vital ])uriucsij cveegot oc- 

casionally when it alTords a good starlla.g p it for in- 
vestigation). A ino\emeiii is now on foui. among busi- 
ness men to bbhieiiee (kmgress 1o proviue -m-e eominer- 
eially useful information thiough the Lepiudment of 
Commerce. 

A source of information ■vvliich is of giowbrg value is 
that of busliiep.s houses which have a inaL/r ' butcest in 
the developni.-ml of informal Ion, so as in re oiJior 

firms to take mu-li aciloji which the ir-rorr-’n, arbbaies 
to be logical la facig one of the inorA ; , re- 

search depuiaaents has been that Cicnl «; a p'-eat 
publishing hanro^ wliirh In order to se^^vc b i ’ b-,g 
patronSj Bim'o available to Ihcm exlon - marches 
into certaf^i balirbrhw and hbo p ■ • .b’boii 

conditions, hbnbaciy, alhw ^ . i, . adi as 



62 BUSINESS EESEAECH AND STATISTICS 


street cars, billboards, newspapers, special groups of 
magazines, etc., have spent considerable effort and time 
in the development of statistics and information which 
is fully worthy of being studied, as it is rendered with 
high professional standards and at considerable expense. 
The natural deficiency of such information is the suspi- 
cion that it may be biased, and some of it no doubt is. 
But to the most business firms, without any research 
facilities these sources are at least of value in awaken- 
ing an interest in business facts they greatly need to pos- 
sess. 

31. Requirements of research workers and assistants. — 
Business research work has certain fairly well defined 
requirements of training and personal capacity. It is a 
serious mistake to utilize any other type in .the handling 
of business research. The combination of qualities re- 
quired is somewhat unusual and not plentiful. Memory 
and observation, mental accuracy and some mathemat- 
ical ability are important; yet on the other hand it is 
equally desirable, at least for the higher type of research 
work, to have a certain degree of imagination and intui- 
tive insight. Much of the facts and data to be recorded 
are not visible to the naked eye, and cannot be observed 
in an oibjective way. They must be approached from the 
subjective side. In the absence of the possibility of mak- 
ing laboratory and special tests, it is necessary to grope 
with the aid of intuition and practical insight The ex- 
tremes and faults to be avoided in a research worker are 
too great matter-of-factness or its reverse quality, a 
careless and loose way and too uncritical an attitude. 
The absence of an unusual degree of disinterestedness 
and capacity to let the true facts develop themselves 
without consciously or unconsciously moulding or influ* 
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enciug them, is iB^ortant An investigator with a bias 
is like a prohibitionist with a bottle in his coat-tail. Bias 
however, is a very subtle thing (see chapter xxviii) 
which many of those who are affected by it would stren^ 
nously deny possessing. It is for this reason that the 
training of the university and the college in devo- 
tion to science is of a great importance and opens up 
a future for thoroughly trained young men and women 
who can catch the true and scientific spirit of devotion 
to truth. 

Nevertheless, an obverse fault is that of such inimica- 
ble and impracticable devotion to complete accuracy 
that the ordinary working result of investigation cannot 
satisfy and cannot induce the investigator to arrive at a 
conclusion, dt is impossible to transform the business 
world into the leisurely, timeless realm of pure science 
in which men spend a lifetime to determine, for instance, 
whether insects can reason or whether they have only in- 
stinct. Business positively demands conclusions and 
worhable results^ and a practicable aspect must be given 
to any search after true conditions. That point at which 
it becomes impracticable to seek after a closer approxi- 
mation to 100% complete accuracy must be nicely judged 
by the investigator. Also that tendency to apply a thous- 
and dollars^ worth of brains and investigative energy 
upon a proposition which cannot afford one-tenth the ex- 
penditure. The business faculty, so called, is quite as 
important in research as in any other department of 
work, and no moi*e fatal mistake can be made than to 
suppose that because a young man is ^'^studious^^ and 
analytical and likes to bury his nose in books and sta- 
tistics, he is therefore good material for business re- 
search. 
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S2* Eesearcli deparlmeat operated by ^dYerlisiiig mediums 
with space to IVilkia ilto x>ast five j^ears a marked 
interesi: Lasi nmciig ilie owners of advertis- 

ing iiitaTa, hi iLo £'.fi bhfiaaLiit ol research or merchaa- 
diblfig rapaiviLcnts. lli:s has been in line 

witli a siM 2 ]g cho:l lo reduce ilie percentage of adver- 
tising fallnrc and tO developi tlie inaiketnig facts vital to 
business success wlficii seemed almost nowhere else ob- 
lainablej and which were particularly needed by the 
young, new aclverllser and those who were still nnedii- 
cated as to the place ol advertising in business success. 

Large sums oi' money have been spent for sneh research 
and ill some cases rather sirlkiiig successes scored. One 
research department for a famous newspaper is reputed 
to have developed $1,000,000 worth of advertising hy the 
expenditure of onlj" $75,000. Another newspaper spent 
$200,000 on a ficvxty of tlm city and greatly increased its 
advertising patronage thereby. A seller of street car ad^ 
vertisiiig siiace- issued a notable book of merchandising 
statistics and o|mrated a very businesslike merchandis- 
ing research and service department with rapid results 
and wide reputation. 

The case for the undertaking of merchandising re- 
search by advertising mediums is very ably put by a very 
large publislier of magazines who has gone furthei" in 
the way of research than almost any other individual 
business firm. In a statement regarding its research 
plan and policy this firm says; 

It has been slrdod ihnl no manufacturer should adver- 
tise wiflioot fiiv,; InvowUgaihig. 

It is JosI as true that no publication should inaugurate 
the advcidl. lug of a maaufaHuror wlihouc first investi- 
gating. EefiU'e advising a firm to spend 11s money the 
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pu'blislier^s rer re^-^i^iiallves or tlie agents should theni- 
selves know i'.e co^jdKioii< In the inciusliw^ tlie markets, 
and what residls any given pahilcatlon may he expected 
to bring. 

The days of advertising gambling have gone forever. 
While the cleg'-ce cl siiiccess can never be uccuxaiel^!' fore- 
casted^ still adve^tli/.cg Las so Tar arproaciio:! an exact 
science that one "^eed neve**— rd.ocri never — advocate it 
without a pre.'Ise si? dy of ecndLIvias. TMs is more 
keenly reali/jed perhaps by the pnh.Icrdious thcmKselves 
than by the loanaracliirers. Eepunihla publishers of 
long standingj vvlio h:\ve stood by and seen caosiaigas 
fail and iiianorarlaiers deser''*^*! from adverliang hy the 
example of llirse LnLireSy know how slroughr li Ls for 
their own ifuxrr'4 lo c^fy adverusiag wlildi is 

reasonably sure ..> succeed. Thins future increase in 
patronage is iiisc.ioil. 

Ordiiiarll^g prf 1 !i he: s'" rcjU’esentatlves, v/hen they 
have sought to eslaldLh the so.iLc.krss of a proposed 
campaign;, have Bcressarliy .started by arcepilng as a 
basis of procedure the inauuLiciureihs own duta relative 
to the industry and the rellhig held. Tliey then, in a 
conscientious manner, luire sliidied wheiher or not that 
particular manufacturer could use advertising profitably 
in that field. 

This has been the accepted method, the only varia- 
tion being the degree of actual consideration for the 
probable success of the caii*palgii which the piibiicallon 
felt itself obllgdieil to ahsume. And yet adveriising 
campaigns have lalled. And yet Ihoosaiids of potential 
advertisers have remained ]} tsslve, asserting -flie iiiipos- 
siMlity of adveriisiug tiudr pari jcular wares. I r. l)Oi]i In* 
stances the reason has frequently been that the original 
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hypothesis was wrong. The manufacturer himself did 
not know enough about actual conditions in his own 
business; usually not enough about selling conditions. 

Advertising structures reared according to the best 
rules of modern advertising engineering have toppled 
through no fault of the publication which built them, be- 
cause the foundation, for which the manufacturer as- 
sumed responsibility, was set in sand. Imposing adver; 
tising structures for which correct plans have been 
drafted have frequently failed of erection because the 
manufacturer never had it proved to him that he had 
good rock for his foundations. 

The publisher to-day must go down to the ledge. 

The Company to-day investigates the problems of 

its advertising clients long before it knows who its par- 
ticular clients are to be. 

The company maintains for this important task a 
Commercial Research Division. The duty of this divi- 
sion is to search out the exact facts about various indus- 
tries and trades, manufacturing and selling conditions, 
trade tendencies and future possibilities. The purposes 
of the company in maintaining this division are: 

(1) To enable its representatives to approach a manu- 
facturer armed with the fullest information as to the 
extent of his national markets and the avenues by which 
he may enter them. 

(2) To equip them so that they may give to manu- 
facturers advice and ideas in merchandizing broader than 
those which any one manufacturer could obtain without 
a costly investigation of his own, or perhaps not at all. 

(3) To learn for its own use what advertising possibili- 
ties each industry offers, so that the whole broad field of 
merchandising may be approached intelligently and 
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with a viewpoint that is both national and inclusive. 

(4) To render X)n occasion specialized service to 
clients. 

The work of this department is not merely statistical. 
It does not simply pore over the records of the United 
States Census and similar institutions, taking* figures al- 
ready existing and putting them together for the pur- 
pose of deriving conclusions. Neither is it partisan; it 
does not seek colored information. The men in it are not 
advertising men; they are experts in research. The de- 
partment is quite as much interested in discovering 
w‘hat cannot be advertised as what can; in discovering 
what conditions exist unfavorable to advertising as well 
as those which favor it; in making it possible to provide 
against the future as well as to take advantage of the 
present. 

A representative of this department, therefore, is ex- 
pected to probe to original sources, digging out informa- 
tion which has never before been collected. A very large 
proportion of the work consists in interviewing disinter- 
ested persons in the field and in obtaining a consensus of 
opinion upon each question involved. 
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CHAPTER V 

THE LAW OP AVERAGES AS A GIJIDB TO BUSINESS 

83 . Wliat is the law of averages? — Business meii are as a 
rule not jei fiirly accnsiomed fco eitlier tiie meaning or 
the use of the law of averages. As they become more 
analytical they are loco’e and more appreciating to the 
full the very deMcale and woiide'-fiilly tiseful tool that 
the average can be in nnlocking clone s of knowledge to 
business snccess. The average has 1 ^eii described by ex- 
perts with great clarity. For instance, JBowley says: 
^^By the use of rr'C'rages, complex groups and large num- 
bers are presented hi a few significant words or figures; 
the object of a staiislical estimate of a complex group 
is to prescFif «aii 00^:110, to enalde the mind to compre- 
hend wiili a single ehort the significance of the whole.’^ 
Mayor also graphk-ally doserfi an average as ^^A 
short express’on of the pheiionieiiou which levels. all dif- 
ferences of Ih.o i.sllvidnal members of the seriesfi^ Zizek 
offers a fiudi cr lUrmliuiHiig definition of an average: 
‘'‘'The essenlhd nature an average consists in descrih- 
ing theories of dieoigent iurllvidual values by means of a 
siiiaie conpnrehoTuihe expression.’’ 

latlier c'lvucly putlbig It, an average is a tool with 
which to gifi a 1 a fact which is hidden; to see the many 
sided whole aceiH%de!y in one picture. Most facts which 
concern large groups are hidden, because a mass repre- 
sents unusual dilMcultles of study and analysis in direct 
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proportion to, the numbers of that ma^s. An individual 
man is easy enoligh to study as to his age, sex, color, 
height, weight, etc., as these facts about an individual 
are easily obtainable. But, when it is necessaiy to make 
inquiries into the nature of the masses of individuals, it 
is quickly discovered that masses are confusing and defy 
analysis, especially human masses. The exact reaction 
or nature of inert masses of metal or other materials is 
almost exactly ascertainable. Engineers in examining 
a carload of material will inspect a certain number of 
units picked at random and thus by means of the tool 
of the average judge the entire carload with a very high 
degree of accuracy. The same principle has to a most 
surprising extent been applied to human beings. The 
law of averages is a law which applies to anything, dead 
or alive, from the composition of soil to the emotional 
reaction of a woman bargain hunter. 

It must first of all be recognized that the law of aver- 
ages is in effect a high-power lens manufactured by man^s 
brain and ingenuity to extend the vision of his eyes 
which unaided can see but a certain distance. Once this 
comparison is grasped and appreciated, a business man 
will no more think of being without the aid which the 
law of averages can render him than a sea captain will 
permit himself to be without his glasses. The reason for 
the great efficacy of the law of averages is that units of 
all kinds, whether of steel or of human beings, are after 
all modelled to a large degree upon uniform patterns 
with uniform reactions and nature. These can be de- 
pended upon to be true to the average, no matter how 
great the individual variation. Without the average, 
man would be remarkably handicapped. Even without 
the help of mathematics, human instinct endeavors to 
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make use of the law of averages, by making some rough 
mental approximation. 

34. The present business nse of the average. — ^To illustrate 
the opportunity in business for profitably becoming bet- 
ter acquainted with the use of the average: There are 
two kinds of businesses using the law of averages to the 
tune of millions of dollars. The first is the insurance 
business, and the second the mail-order business. It 
would pay any business man to spend considerable 
time getting acquainted with the remarkable use of fig- 
ures in either of these industries. The insurance com- 
panies have approached almost the uncanny in the use 
of statistics. It is often popularly believed that the in- 
surance companies take a large element of risk in wager- 
ing many millions of dollars upon the chances of people 
to live to certain years of age; or the chances of acci- 
dent, theft, fire, etc. 

As a matter of fact the actuarial statistics, as they are 
called, upon which the insurance companies base their 
rates, their risks, and their capital, are almost an exact 
science. To the average person it is naturally a curious 
thing to say that risks in railroad accidents have been 
reduced to almost an exact science; or risks from theft 
or suicide or fire. As a matter of fact, it is known to in- 
surance companies as a hard-and-fast fact, proved by the 
law of averages, that ont of one hundred average healthy 
men, twenty-five years of age, sixty-fonr will reach the 
age of sixty-five years. Eight ont of every one hundred 
men will die by accident, and a similarly known number 
ont of this one hundred will commit suicide, have their 
automobiles stolen, suffer a fire, etc. It might seem as 
if this were going far enough, hut the experts in the use 
of the law of averages in the insurance business go con- 
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siderablj further.^ They know that out of every one hun- 
dred men, tv?'enty-*flve years of age, one will be rich, four 
will be well to do, five will be earning their living and 
fifty-four will be dependent upon friends or charity, 
when they reach the age of sixty-five. They also know 
that a majority of those who have money at thirty-five 
years of age will have lost this money by the time they 
.are sixty-five. The relative average chances of men and 
women in accidents are calculated because it is known 
that three times as many women as men die by accident; 
and five times as many men are killed on railroads as 
women. One might fill many pages with statistics based 
on averages which the insurance companies have been 
wise to spend a great deal of money to accumulate — 
often working cooperatively at very heavy expense of 
tabulation. 

But the use of averages is by no means confined to in- 
surance companies. In the men’s apparel field it is 
known that 23% of customers will wear hats of 6% size, 
and 1-10 of 1% will have 6% size; also that 33% will 
have 15 size collars. 

In the hotel restaurant business it is known that 1% 
will order oysters, 5% will order fish, 7% will order 
soup and 20% will order salads. 

The mail-order business has discovered the value of 
statistics chiefly because every move that it makes is 
controllable, and every response it gets is tabulatable. 
Numerical tests and statistical applications of the law 
of averages are not only possible to make, but quite im- 
perative if a great deal of money is not to be spent with 
fatal blindness. A mail-order house can control statis- 
tically all the letters or catalogs it sends out, and as 
a check on results its order blanks or price numbers in- 
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dicate various details, through symbols^ and as it can by 
electrical machinery quickly tabulate the characteristics 
of its orders resulting from its controlled sales efforts, 
the possibilities of the use of the average are unlimited. 
Averages from many angles, from the character or 
amount of the money received, whether it is money or- 
der, cash, check, etc., up to any individual characteristic 
of the buyer may be tabulated and studied while they are, 
^^ot from the griddle’^ and their lessons applied. Mail- 
order concerns large and small which operate with mod- 
ern technique in the use of the law of averages, never 
make any mailing of circulars, nor in fact take any step 
involving any expense or new developments, without 
first making accurate tryout tests on small quantities, 
and considering the results from the point of view of 
averages. 

In fact, the executives of a mail-order business learn 
after a while to discuss the entire matter of development 
effort in the special lingo of the law of averages. They 
win talk of ^^operating on a 3% basis,” or ^^approaching 
the 1%% dead-line.” Before sending out a great quan- 
tity of mail matter, an entire series of tests is made of 
a considerable variety and scope, upon certain groups, 
in certain territories, with certain enclosures and using 
certain appeals in order to determine the relative merits 
of each method, and thus establish the rate of expecta- 
tion of returns if the larger volume of circulars be sent 
out. A test mailing is made of a thousand names, usu- 
ally thoroughly representative of the entire broad list; 
or selected to form groups, separate thousand name indi- 
vidual tests made in each group. If such preliminary 
tests show a percentage of results which is above the 
necessary percentage for making the larger mailing 
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a practical prapofition, the profit possibilities of tlie cir- 
cularization of the larger list are definitely calculable, as 
* the average will vary very little if the test work is well 
done. The law of averages properly applied will almost 
certainly match very closely the final result as made in 
the test, no matter how enormous the number of units. 
If the test does not result in a paying average, alteration 
•in the methods may be adopted and a new test made. 
Or a readjustment of method based upon the story the 
various averages tell may be worked and a new test 
made. As the number of customers of Sears, Eoebuck 
& Co., for instance, number over 7,500,000, it will be seen 
that the great number of units available for the test af- 
ford remarkable scope and the results may be called 
pretty conclusive. 

35 . Gauging the variables with the law of averages, — The 
mail-order houses have also considerable bodies of facts 
developed by their more scientific ‘methods, as to their 
field, the exact proportion of its clientele which will 
make its purchases at certain periods of the year; the 
exact proportion of its orders, which will be for certain 
lines of goods; the exact proportion which will return 
the goods for credit, the proportion which will have in- 
correct addresses or enclose incorrect amounts of money. 
In fact, no kind of purchase, or peculiarity of locality 
escapes the keen eye of the law of averages in so rich a 
field for application as the mail-order business. The 
growth of volume of business of the mail-order hoxises in 
a decade from a few millions up to 1210,000,000 for 
Sears, Eoebuck & Co. is impressive evidence of the profit- 
making application of the law of averages. 

It is common, however, to suppose that the mail-order 
business and the insurance business are specM and pe- 
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■culiar and that they alone perhaps csp. make the most 
extensive use of the law of averages, having the most ex- 
act data to deal with. The fallaciousness of this is dis- 
closed, for instance, by the fact that a number of the 
large hotels have made most profitable use of the law of 
averages, gauging in advance their restaurant or room 
requirements. For instance, one large hotel in New 
York, on consulting the weather man, determines abouh 
how many plates of soup will be ordered at its lunches 
or dinners; how many orders for cold dishes, or salad 
di^es, etc. It has also determined differences between 
days of the week, specific days of the month, days’ in 
proximity to holidays, and seasoris of the year. How 
valuable this is, may readily be seen by the fact that 
hotels which rather blindly prepare for one day almost 
in about the same quantity as another day, are shown 
by these average statistics to be from 10% to 30% 
wrong in their calculations, about one-half of the time. 
To eliminate the waste occasioned by the stocking in of 
perishable foods, is a matter financially worth while to 
the tune of many thousands of dollars. 

Many other businesses under wise analytical guidance 
have also learned to make use of the law of averages 
with profit. There is practically no business, from the 
retail grocery store to the largest corporation in exist- 
ence which cannot apply the law of averages with profit. 
In fact, it is the mark of a superior man of business 
intelligence if he has applied the law of averages, and 
understands something of the technique of thinking in 
terms of the law of averages. It may almost be said 
that business judgment requires to be able to think in 
terms of averages, in order that policies and plans may 
be laid wisely, since business is full of balances and 
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counter-balances, ^inequalities and compensations, wMcb 
in order to be controlled and guided toward a general 
beneficial and profitable result must be viewed from tbe 
point of the application of averages, whether they be of 
profit or loss, risks and failures, strong and weak terri- 
tories, over-or-under-price items, etc. The memge re- 
sult is the real result, and the best perspective with 
.which to look at any business enterprise, either in whole 
or in part Even a great sport like baseball must partly 
be looked at from the point of view of averages in order 
to be both fully understood and fully enjoyed. 

36. Scope of application of law of averages in business.— 
Next to appreciating the general importance of the aver- 
age as applied to business, is a practical comprehension 
of the depa^*tments of activity and lines of effort upon 
which the law of averages can be applied in the usual 
operation of business. The application of the law of 
averages very well begins with the very fashioning or 
shaping of the article of merchandise itself. In the ab- 
sence of the application of the law of averages, many 
articles or merchandise are planned and shaped for a 
minority rather than a majority of users. They are 
shaped not for the average man, but the exceptional or 
rare prospect. An article to be of highest commercial 
value must be shaped and planned to appeal to the aver- 
age. If it does not do this, it is doomed to a limited 
market and consequently a limited profit. Studies of 
average requirements and average reaction to the type 
of products planned are highly essential, especially since 
inventors are notoriously indifferent to the imperative 
lessons of the commercial average, and are particularly 
obsessed with adding refinements and complications for 
reasons of vanity or professional pride, which from a 
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commercial point of view, based npon^ the -great law of 
averages, should be utterly eliminated. 

The very selection of an article or a line of merchan- 
dise or industry in which to engage may profitably also 
be analyzed from the point of view of averages. The 
average degree of risk in comparison with other fields 
of industry; the average mortality in that line of in- 
dustry; the average of the concerns in that industry,, 
the average size, speed of growth, or length of life of 
concerns in the specified line of industry, all have a most 
important bearing upon whether or not to embark in 
the enterprise at all. 

Even upon determination to enter a line of industry, 
it is of some importance to inquire as to the average 
type of organization, equipment, method of operation, 
etc., which prevails in the industry, as it is always a mat- 
ter of indisputable logic that the line of least resistance 
lies along the line of the average. This does not invali- 
date the equally powerful value of change, novelty and 
originality in method and plan; it merely emphasizes 
the other side of the matter, which is at least important 
to inquire into. 

Even in the formation of a sales organization, experi- 
ence shows that the dependence upon exceptional types 
of salesmen is unreliable; that dependence upon the aver- 
age type of salesmen is most certain of results. In admin- 
istration of business affairs and executive management, 
the law of averages may he applied even to such minor 
details as the average length of time in filling an order, 
the average cost of handling an order, the average size 
of an order, the average calls made per day by salesmen, 
the average number of strokes written on the typewriter 
per day by individual typists, the average number of 
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days required foj;' collection^ and to many other factors 
■whicli will develop in seeking detailed management effi- 
ciency. 

In considering the more difficult phases of the business 
in analyzing the market, and the basic tendencies and 
factors which underlie it, the average is of equal value 
and ofttimes of quite surpassing importance. In analyz- 
.ing markets and market factors almost all statistics of 
social, economical and financial nature are of value. 
Facts such as the average wage in any given community, 
the average expenditure on various items, even the aver- 
age marital conditions of individuals may be of import- 
ant business value. It is the privilege and the oppor- 
tunity of the thoughtful business researcher to delve 
very deeply into fundamental causes, which at a certain 
depth become almost exclusively a study of averages, in 
order that he may dig out precious bits of information 
and guides to business men who must depend upon his 
analytical ability to see for them into the future and 
into the unseen present as well. 

37. Fundamental factors in relation to averages. — Of late 
years, thoughtful business men, perhaps moved by tbe 
exceedingly erratic fluctuations which have prevailed in 
the United States, have given considerable thought to 
the matter of fundamental conditions. This thought, 
however, has been mainly that of following certain fluc- 
tuations in a few standard fundamentals, such as bank 
clearings, business failures, building activity, money 
conditions, foreign trade, gold movements, commodity 
prices, railroad and industrial stocks and bonds, crops, 
railroad earnings, idle cars, labor shortage or surplus 
and other factors of a similar nature, Eeady-made sum- 
maries or index numbers, combining these various fun- 
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damental factors liave 'been offered to bnsiffess men, but 
the gener^ result has been to use such figures more or 
less as an automatic rule-o’-thumb, without appreciation 
of individual contrary currents, which modified the gen- 
eral tendency in their own instance, and in fact some- 
times reversed it All standard rule-o’-thumb signs have 
failed frequently in general studies of fundamentals, and 
it may be said that while study of general index numbers-' 
and summaries have had a wholesome tendency to in- 
crease the respect for study, of fads and statistics by 
business men, the time is ripe for a less primary consid- 
eration of the use of statistics and averages, and a more 
extensive use of individually applied facts and figures to 
the business man^s own particular case* 

Business is surprisingly like an individual, and the 
same comment may be made with regard to differences 
between the individual and business in general, as the 
study of medicine in general and diagnosis in particu- 
lar of an individual. It is important to understand medi- 
cine in general, but, as is so often remarked, medicine 
has its crucial tests and its most frequent failure in 
individmil diagnosis. To have complete knowledge about 
disease in general, hardly helps unless the disease in par- 
ticular can be stamped out. It is therefore highly im- 
portant for any research man or business man to estab- 
lish himself in a correct relationship to fundamental 
conditions, as applying to his own business. By obeying 
a general admonition to contract or expand, buy or sell, 
according to the interpretation of general fundamentals, 
a business man may be, as a matter of fact, ignoring his 
most exceptional opportunity or his gravest danger. 

In other words, the important thing in the applica- 
tion of knowledge of fundamentals is to determine What 
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fundamental- coiwiitions in the first place have real and 
vital relationships to the individual business; just -^vhat 
the 'extent and character of such relationship is, and 
then a more minute study of those relationships and 
their character and extent in the light of averages. If, 
for instance, the industry hangs very definitely upon the 
matter of building activity, then far more than the usu- 
-ally available material on building activity should be 
obtained. At present the statistics on building activity, 
as usually reported under the title of “fundamental con- 
ditions,” are confined to little more than 100 cities. To 
take, therefore, any report on these 100 cities as conclu- 
sive of the entire country, 'would be entirely to ignore 
the fact that the rural and semi-rural markets are also 
vital and are often direct contradiction of the tenden- 
cies in the cities. 

Furthermore, there are always a far greater number 
of fundamentals which apply to any one specified busi- 
ness than are even outlined in any of the general sum- 
maries and reviews which are available and current. To 
really get ahead of competitors and really be funda- 
mentally informed beyond the usual situation in a line 
of industry, a business man ■wall definitely require indi- 
vidual research work. Men of astute business ability 
and financial vision have always realized this, and many 
a comer in a basic commodity in past history has been 
due to the astuteness of some man who hired research 
brains to secure for him the informa'tion which bore 
vital relationships, and thus disclosed advance informa- 
tion about the coming conditions of the commodity. 
Wherever raw material purchases are of vital importance 
and subject to general economic influences, basic studies 
of the situation should be undertaken. It should be ap- 
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predated that the average attitude ofr business men is 
that of merely following others, and of taking ready- 
made information. This puts most men in the position 
of sheep following a bell-wether, and provides the finest 
kind of opportunity for a man of ability and resource 
who will make the proper researches to determine an in- 
dividualized line of action. Only statisticians know 
with what astonishing lack of originality or intelligence^ 
business men often follow the beaten path of informa- 
tion, and fail to take the obvious steps to arm them- 
selves with the choicest kind of ammunition. Many 
business men cannot be persuaded that it pays to spend 
money in securing fundamental facts and analyzing 
fundamental averages, having somewhat unintelligent, 
rough-and-ready notion that such researches are frills 
and furbelows. But the big financiers, the bankers, and 
the market operators know very differently of course, and 
for this reason in most cases fundamental conditions are 
anticipated and discounted by men of this type 
long in advance of the common possession of such 
knowledge by the bell-wether sheep type of business 
men. 

38. Various kinds of averages and their technique, — It is 
not the purpose of this hook, nor does the author con- 
sider himself competent, to provide a text-book on the 
technique of statistics. He merely aims to outline broadly 
the scope and possible application of the technique of 
business research and statistics, and for this purpose 
considers it of value to review the various kinds of aver- 
ages. It would be absurd in such a hook to discuss the 
harmonic mean, the contra-harmonic mean, or the quad- 
ratic mean. Such terms would be an incumbrance to the 
successful use of this boob. The commoner type of aver- 
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^ges, outlined fof tlie average business intelligence, are 
sufficient for our purposes. 

The simple arithmetic mean, which is, of course, the 
common form of average comj)ilation, represents merely 
the dividing of the sum of the items in any group for 
study, by the number of these items. The meaning of 
such an average is a leveling-ofif process; a standardiz- 
ing of each of these units into an average; a re-making 
of each individual variant into a uniform variant based 
upon an equal division of the elements of their size into 
one standard or level size. In other words, if there are 
twelve men of various heights, their average height 
means the division by twelve into the sum total of all 
their heights, the result being a hypotheticaly average in- 
dividual whose height is a composite of all their heights. 
This explanation may be superfluous, but it is well to 
visualize the process which the simple form of average 
represents. The arithmetic mean is different from the 
other means such as the median and the mode, in that its 
value will be affected by a change in any member of the 
series. This cannot happen wdth the median and the 
mode, as they may remain unchanged even if consider- 
able parts of the series are changed, since the median 
and the mode are not computed for all the items, but are 
arrived at by selection of one item as representative of 
the group or series because of their characteristic position 
in the series. The arithmetic mean is valuable of course 
in the great majority of simple statistical uses, but the 
median and the mode are only to he extracted from a 
series arranged according to magnitude. 

89. The difference between mean and median. — ^The differ- 
ence between the arithmetic mean, the simple average, 
and the median is well illustrated by an example of in- 
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come. If in a small village wKere the pjajority of people 
have an income Tbelow |1,000 there also live two men 
who have very large incomes^ then if the average wealth 
of that village is computed, on the simple basis of an 
arithmetic mean, we will have a quite fictitious picture 
of the conditions there, because the wealth of the two in- 
dividuals upset the representative character of the aver- 
age. It would be statistically correct, from the basis of 
the arithmetic mean, to say that the average income was, 
let us say, $2,100 (due to the presence of the two men 
of wealth) ; but as a matter of actual fact the so-called 
average thus disclosed would be an untrue picture. It 
would take the median to uncover this situation and give 
a true picture. The median income of that village would 
permit the securing of an average much more accurately 
reflecting the character of the income of the people of 
the village. The median is more accurately the probalble 
value of the average rather than the arithmetically com- 
puted average. In insurance statistics this median is 
called the prolalle length of life, which is different of 
course from the average length of life. The use of the 
median is as a rule confined to quantitative, individual 
measurements and observations, for instance, in the 
matter of wages, income, ages, etc. The median is usu- 
ally computed by taking the average of the two central 
items in a list of items, if the number of items is even. 
The median can even be applied to more or less intangible 
and difficult matters. Zizek would apply it even to the 
matter of the average intelligence of a group of people. 
He would arrange the people according to the degree 
of their intelligence in a row, and then take the 
student in the center, or the several students if the num- 
ber is even, as the median intelligence of that group. 
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He indicates . that this method is entirely applicable to 
locating the median for a broad class of data. 

40. The “mode” and the weighted average. — The mode 
like the median depends merely on the sizes at a definite 
place in the series; but just as the median is found by 
studying the center of an arrangement in order of size, 
so the mode is found by locating that item which on ac- 
count of its relatively greatest frequency is considered 
characteristic of the whole series. It, too, can only be 
used in studying a quantitative individual series such 
as wages, individual characteristics such as sex, age, or 
income. The mode is the type of average most valuable 
to represent the normal or typical size of a variable line 
of units. This is of importance because of the fact that 
scarcely any unit in a class of objects for statistical study 
fails to have a variation of some kind, and therefore for 
careful study for certain purposes must be analyzed 
from the point of view of typical or normal. The arith- 
metic mean and the median very frequently are far from 
typical even though they may be correct averages. 
The mode is to be found at the place of concentration 
around which the series is distributed in both directions 
with regularity. It is always that value which general 
complex of causes has produced. 

The “weighted” arithmetic mean is an effort to give 
to the single members of any series an influence varying 
with their general importance; this arbitrarily added 
influence being the “weight.” The items, before their 
addition for the regular arithmetic mean, are multiplied 
by coefficients or “weight” of different .sizes, and the sum 
of their products resulting is finally divided by the sum 
of all the coefficients. 

This method of “weighting” is valuable and economical 
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in compntation, in order to get a uniform, basis of con- 
sideration. For instance, if in securing average prices 
of different commodities, sold in different kinds of units, 
suck as yards, pounds, tons, etc., tken a weighted arith- 
metical mean is computed by first multiplying the prices 
by the quantities sold, and dividing this sum by the num- 
ber of units sold. Similarly, if a computation is desired 
in which the items are to be ^Veighted,’’ from an intangi; 
ble basis, then the different weights must be estimated 
and computed from these estimates, thus securing the 
results desired; taking care that the relation to each 
item is proportionate to the surmised relation between 
the items. It is in such matters of using great ability 
at estimation that a modem business statistician be- 
comes most valuable, for the reason that highly desired 
basic data is so rarely available either in any form what- 
ever, or in a complete enough form in order to secure 
desired results. It is then necessary to call upon the 
technique which is part of a competent statistician's 
training, in order that a dependable result may be 
achieved ; a result which will approximate, at least, the 
end desired and greatly improve upon guesswork which 
is so often necessary in the conduct cf business. 

A great deal more might, of course, be said of the tech- 
nique of the average, but this is more properly the sub- 
ject of a special textbook and special study. 

41. The visualization of the '^average man’^ or ^^average 
consumer.’^ — Few phrases are more frequently heard than 
the expression of the ^^average man,” the ^^average 
woman,” or the ^^average consumer.” When carefully 
examined it will be found that the process of visualiza- 
tion of this average is extremely faulty and haphazard 
in any usual method of thinking. It has been told of a 
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famous editoi? of ^ woman’s magazine how he would in- 
variably close bis eyes when endeavoring to visualize Ms 
average reader^ and think of a certain house^ in a certain 
little town in Ohio, which he once had visited, as consti- 
tuting the average reader throughout the country. He 
would then edit his magazine in a manner which his in- 
stinct told him would bring forth a response from this 
typical or average reader. This crude method is un- 
questionably the method most frequently employed in 
any one’s imagination in conjuring up the so-called 
^^average dealer,” consumer or customer. 

As a matter of fact, Quetelet many years ago under- 
took the task of determining ^^the man who is to society 
what the center of gravity is to bodies” — the ^^average 
man” in whqm were bound up the average result ob- 
tained for human kind by society ; the mean about which 
the elements of human nature oscillate. 

Quetelet’s average man possessed in an average meas- 
ure the physical characteristics and mental attributes 
of Quetelet’s time, and although his methods were stim- 
ulative, his results were untrustworthy. In the first 
place, in considering the average man statistically cer- 
tain absurdities are immediately encountered. Accord- 
ing to actual statistics twelve men in ten thousand com- 
mit a crime each year; but how are such averages to be 
applied to typical average individuals? His so-called 
average of crime would be an absurdity as this ^^average 
man” would either commit a crime or he would not Nor 
can an average wage be ascribed to an average man since 
many men receive no wages at all. We could not even 
marry our average man, because some men do not marry 
at all, and we would not know at what age he married, 
for the same reason. We must therefore conclude that 
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in regard to many things the average inan cannot he vis- 
nalized statistically as a standard of judgment for in- 
dividual cases. 

The question arises, and has often been debated, as to 
whether there actually' exists a living man or woman 
who might really be called an average type. It is agreed 
by most of those who have given thought to the suibject 
that the paradoxical statement may be made that those 
who represent even but a few averages in different factors, 
whether physical, mental, moral, economic, or otherwise, 
are in fact exceptional! In other words, our average man 
would of necessity be exceptional and abnormal. This 
line of reasoning would minimize the possible value of 
any statistical average man in the concrete flesh. 

As a matter of fact, the so-called average man is far 
from the typical normal man, and therefore the term as 
so frequently used of average man, average reader, etc., 
is a mechanical abnormality of imagination, which has 
no proper place — he is a pure abstraction, a hypothetical 
individual, without any specific value, statistically or in 
practice. 

42. The typical as a basis of practical study. — It is differ- 
ent, however, with a typical character. The typical man 
is a man who has not only the typical weaknesses, but 
also has typical variations from the statistical average. 

For purposes of stimulation and focusing of thought 
and effort, it is valuable to visualize, if not the average 
man, then the typical man or woman, selected more after 
the fashion of arriving at a mode. 

It is an interesting process to set about to more scien- 
tifically visualize typical man by a statistical process 
which will keep away from the unnatural and impossible 
average man, but tend to make concrete the type as he 
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will be ordinarily encountered. This can be done by the 
investigative method, through questionnaires, localized 
investigations and other means, whereby a composite 
picture is built up which has something of the same 
individuality which is found in the ordinary course of 
business, having typical faults as well as characteristics 
levelled up by the averaging process. 

' As a matter of fact, it usually is most effective to trust 
to no type or average in specific matters of analysis of 
the point of view of the consumer, but to make actual 
tests for reaction upon the specific matter in hand, a 
sufficient number of actual consumers to secure a com- 
bined reaction test which will form a good representa- 
tion of what might be expected with a larger number. 
This can be -done even by testing out the reaction which 
a series of advertisements will receive if published; the 
reaction which a certain product or device will secure if 
put out. Again, the standing in goodwill of a concern 
may be tested by means of certain methods of getting 
reaction from typical consumers. 

The business use of the typical, located by the inves- 
tigative method with care, offers the largest practical 
possibilities. 
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PER CAPITA CONSUMPTION STUDY 

43. Tlie value of tke per capita basis of commercial study." 
— Wlietber one is marketing lead-pencils or drill presses, 
papulation is to a greater or less extent a guide to mar- 
ket possibility. For an article used by everyone of 
whatever age, color or sex (like lead-pencils) the use of 
the per capita measure is quite obvious. But, even in 
selling machinery or anything, except perhaps mining or 
farming machinery, the volume of sale in any territory 
will hinge upon the number of people in that territory 
to some degree, small or large. 

Therefore, it is one of the first and most fundamental 
methods of inquiry to study a market by dividing the 
total production or sales into the population. And by 
population is meant not adults but the general popula- 
tion as taken by the census. 

This gives us the true per capita measure, which is 
simply a process striving to arrive at some measurable 
relation between the number of people, and the amount 
of consumption. It is of course a fictitious measure, be- 
cause the average individual user uses considerably 
more than the so-called per capita measure. Like the 
^Average Man” the per capita is an artificial result, and 
unreal. The average consumer in this method of inquiry 
would mean the median or the mode, speaking in statis- 
tical, phraseology. The per capita consumption is merely 
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a straiglit aiitlimetical average or mean, and like tke 
aritlimetical mean, is an artificial measurement for pure 
statistical purposes of comparison. 

No matter if in such a calculation the resulting per 
capita is a matter of small fractions, figures in decimals, 
still it is a most valuable figure with which to work. It 
makes many things clear which were not clear before be- 
cause they could not be expressed in figures. For in- 
stance, a general vague impression is that America 
drinks more coffee and uses more sugar than any other 
nation in the world; but such a statement means but 
little, in contrast to the far more definite statement that 
the per capita consumption of sugar in America is lOO 
pounds, as contrasted to the per capita of 14 pounds in 
Europe. As soon as these figures are stated the exact 
comparison begins to make itself known and the situa- 
tion clears itself up in the mind. It is true that one 
might say that the United States consumes a certain 
number of millions of pounds of sugar, as contrasted with 
a certain other number of millions of pounds, consumed 
in another country, but at once it is necessary to re-exam- 
ine such figures in the light of the amount of population. 
A small nation might consume as much of an article in 
quantity as the United States with its very large popula- 
tion, and on the face of it the two countries might appear 
to be consuming about as much as the other. It takes 
the per capita measure, based upon population to under- 
stand correctly the difference. The exact per capita 
measure is also valuable in other ways, in measuring 
growth in per capita consumption; contrasting one per 
capita with another, either in localities or between articles. 

44. Per capita contrast between village, city, county and 
nation.^ — ^As the chief value of the per capita figure is for 
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purposes of comparisoin, it is important to review the 
kind and types of comparison which are possible. The 
per capita measure is available for contrast between any 
group of population for which the consumption of any 
given article is known. Thus it is possible to contrast 
one city, one county, one country with another. It is 
very important in studying the consumption conditionr 
to contrast not only cities between each other, or conn-- 
ties between each other, or smaller units ; but it is also 
important to contrast one type of territory with another 
type. For instance, it is valuable to contrast the per 
capita consumption of luxuries among the people in the 
Corn Belt, so-called, and people, let us say, in New 
England or. in the South or on the Pacific Coast. It is also 
valuable to contrast one state with another, or one gen- 
eral geographical division with another, or one arbi- 
trarily marked sale district with another. 

Even m-^re important for general comparisons are per 
capita contrasts between rural, semi-urban, and urban 
population; also between groups of towns of certain 
average size, with groups of towns of a higher or lower 
average size of population. Thus it is important to 
know, what is the average per capita consumption of 
linen collars in towns of 25,000 or 50,000 in population 
as contrasted with towns of 1,000 or 500 in population. 
Such statistics will greatly assist in knowing what 
territories are sub-normal or above normal, or 
what individual cities or towns are sub-normal or 
above normal. 

Per capita data will quickly select the weaker or more 
undeveloped spots of sales territory. 

By contrasting per capita consumption between na- 
tions, a perspective of the state of development of this 
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country as compared to others may be obtained. An ex- 
cellent instance is that of margarine butter, of which 
Denmark, although a dairy country, consumes 44 pounds 
per capita, as contrasted with the consumption in 
America of but pounds per capita. All other 
European countries have many times the per capita 
consumption of this article than America. It is therefore 
•oihvious that unless this country has an unlimited and 
cheap supply of dairy butter, there is bound to be a 
large increase in the use of nut margarine. A reverse in- 
stance in the study of foreign markets is that of auto- 
mobiles or telephones. Measured upon the per capita 
basis, European countries are far behind America in 
consumption of these articles, and the relative state of 
development of these industries is thus clearly defined. 

Many definite sales Policies and plans may be de- 
veloped as the result di study of such per capita figures. 
A seller of canned goods who learned that the per capita 
consumption of canned goods in New York City is about 
|28 per capita, as contrasted perhaps with only |12 to 
|13 in most other large cities will certainly be moved to 
inquire into causes and make investigations which may 
lead to very profitable information. Disclosures of ab- 
normally high per capita consumption in certain locali- 
ties or cities or towns may prove vitally important in 
disclosing automatically the location of some special fac- 
tors or successful sales methods at work which might 
help the business if applied elsewhere, and thus seiwe as 
an automatic alarm bell for the study of local conditions. 

In this connection it should be pointed out that many 
communities and towns throughout the country have an 
unsuspectedly large consumption which would be erro- 
neously computed if figured on a per capita basis from 
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the town^s OWE population. Such towns? are often buying 
centers for large territories surrounding, and the osten- 
sible consumption is really not that of the town itself, 
but of a wide shopping area around it. 

One of the things most greatly needed statistically is a 
national survey which will disclose the towns with un- 
usual surrounding buying radius and high per capita 
consumption, throughout the length and breadth of the 
country. 

45. Per capita contrasts between different articles. — ^From 
a broader point of view the use of the per capita con- 
aumption ffgure is important in order that constructive 
planning and thinking may be stimulated by knowledge 
of contrasts and by reasoning from analogy (see later 
chapters for further details) . 

Scrutiny of per capita consumption of different articles 
and balancing one against the other is certain lo 
provoke unusual contrasts and ideas. The habits of the 
average American consumer when measured upon the 
per capita basis show themselves with suggestive clear- 
ness. For instance it is certain to provoke thought that 
in New York City the per capita consumption of meat 
is nearly f40, whereas the per capita consumption of 
milk is only about |1.50. Milk is one of the cheapest 
and most nutritious and least wasteful of all foods, yet 
apparently the per capita consumption of it is but a 
small fraction of the consumption of meat. The contrast 
becomes even more striking when the meat expenditure 
is contrasted with the expenditure for vegetables and 
fruit in New York City. The per capita consumption of 
vegetables and fruits is about |1. 

The contrast between other articles of consumption 
is even more striking. The per capita consumption of one 
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article of pure 4uxxiry, contrasted with the per capita 
consumption of a necessity gives rise to creative thoughts 
of possibilities of sales developments. If the people of 
the United States can spend over |10 per capita on soft 
drinks, as they do, a manufacturer of many other types 
of articles appealing to the taste or comfort or luxury of 
the people, whose consumption is reckoned merely in 
• cents or even in mills, may take hope. It is an exceed- 
ingly important study even from a general social point 
of view to analyze the per capita expenditure of the sta- 
tistical individual, as it is thus possible to get at what 
might be termed ^^the per capita budget of expenditure^^ 
for the people of the United States. This pure popula- 
tion measure is a little more fantastic than is quite 
necessary, being only an arithmetic mean, not a mode or a 
median. The matter can be made somewhat more real by 
a P^r family measure, simply by multiplying the 
per capita by 4.6, which the census gives as the statistical 
measure of the number in a family. 

46. Applying the per capita measure to individual sales 
volume, — There is even more immediately practical use 
in business for the per capita plan of measurement. The 
per capita consumption need not necessarily mean the 
consumption of all articles of a type, but can also be 
applied on the basis of consumption of an individual 
firm’s goods. This is always the practical first step 
because the data is as a rule available, from the firm’s 
own records, and thus an exact measure for small units 
of territory are much more readily ascertainable. 

Such statistics of consumption of a concern’s own 
goods, have a highly strategic value in actual field work 
in selling. For instance, a number of firms now use this 
plan by establishing average per capita consumption 
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figures for various territories, various*' sizfes of towns, 
various districts and localities, so that the salesmen 
when visiting dealers or jobbers in any given community 
are enabled to make vital and stimulating contrasts by 
means of their figures. They can tell a dealer or jobber 
that the per capita sales in that territory are a certain 
figure and go on to say that the average established in all 
other territories, cities or towns of similar size, grade" 
and tj^pe, show a sum above that of the town in question. 
This is constructive work for the dealer or jobber 
and compels him to make an actual fact comparison be- 
tween his own efforts and those of other units in similar 
territories and pass in judgment upon his own accomplish- 
ment. A certain degree of local pride assists this plan, 
in that no dealer or jobber wishes to be stigmatized with 
being thought less aggressive or able than his compeers 
elsewdiere; nor is he willing even to admit tnat his com- 
munity must be regarded as below the standard of other 
communities comparable to his. 

Aside from the use of this method for sales purposes, 
the figures of statistical co'mparisons, from a firm’s own 
record of sales, are valuable also to measure exactly the 
state of development of different territories, from the 
point of view of salesmanagement, advertising effort, and 
general educational work. More important still in some 
instances is the measurement of territories as a basis 
for the establishment of sales quotas for salesmen, branch 
managers, etc. A really just and fair sales quota cannot 
be properly developed without very carefully estimating 
the possible consumption of a district or territory, and 
one of the means of arriving at such a figure is by means 
of the per capita method — contrasting the possible per 
capita or the actual. These ^^actual” per capita figures 
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may mean the own sales alone or those of all firms 
now selling. It is important to make researches which 
will disclose the per capita sales of competitors. If the 
quota figures based for various territories require to be 
altered to fit special conditions, they may be ^^weighted^’ 
in the well-known statistical manner. 

47. Increasing the per capita. — Naturally all sales efforts 
tend to increase the per capita consumption. However, 
the increase of per capita consumption is of two kinds 
— first, the increase of the number of people who use 
an article, and second the increase in the volume of con- 
sumption of the average individual user. An article of 
universal use may have a certain set per capita consump- 
tion, which perhaps cannot be increased by increasing 
the number .of users, but which can quite appreciably 
be increased by developing the individual volume of pur- 
chase. The contrary situation may sometimes prevail 
where there are a number of people who are using a very 
considerable amount individually, but the very large 
number of people who do not use the goods at all may 
tend to keep the per capita consumption very far below 
what is the average consumption of those already using 
it. In such a case the correct policy is not to develop 
more use, but to increase the number of users. Either 
of these two steps will naturally increase the per capita 
consumption. It is not the purpose of either this book 
or of this chapter to outline the general method of trade 
development which will increase per capita consump- 
ton; it is simply the purpose to point out that there is 
no more accurate barometer or measuring instrument for 
trade development than the per capita measure. 

48. Securing data for estimation of per capita. — The cal- 
culation of per capita consumption is, of course, play 
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compared with the labor of securingrthe data from 
which to figure it. For many articles which are entirely 
imported, per capita statistics are vm*y easy to figure, as 
an accurate record of total imports is always available 
from the Bureau of Foreign Commerce. The per capita 
consumption of tea and coffee are thus the work of a few 
moments of calculation. However, information of per 
capita consumption in many other lines is enormously- 
difficult, because not even the census has any total figure 
available of annual production, to say nothing of con- 
sumption by states or localities. In fact there are no defi- 
nite consumption figures by localities for any industry 
generally available, and a number of calculations must 
be entered into to establish the consumption of almost 
any item of merchandise. For nearly all commodities, 
however, it is possible after employing competent research 
service and counsel to establish a 95% or even 100% ac- 
curacy in total production for that line of goods. Such 
data in 75% of cases, may cost anywhere from f35 to 
1500 to compile; and for the remaining difficult cases 
considerable larger expenditure may be necessary to ar- 
rive at even 95% accuracy. This is due to the complica- 
tion of manufacture and classification such as in the paint 
business. Furthermore, it ofttimes is important for busi- 
ness purposes to segregate consumption into specific sub- 
divisions for special types of goods, such as liquid, paste 
and powder in considering dentrifices. This requires 
patient unraveling of what seem like hopelessly merged 
figures and difficulties of many kinds. But it is modern 
business principle not to be daunted by difficulties or 
apparent failure, and business research must be operated 
on the same principle or fail of a vital place in business.^ 

author has yqvj fully covered this subject iu his book oa 
**Modeni Salesmauagemeut Appleton & Co. 1919. 
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Eyen tiioush Mie cost may (be higli, the value of such 
data is so undisputed that it should be undertaken. If 
the results approach somewhere within practical work- 
ing distance of 100% accuracy the purpose is well served. 
It may be necessary to make actual field canvasses among 
a considerable number of dealers or consumers through- 
out the country ; it may be necessary to send investigators 
into every county in the country, and to spend even hun- 
dreds of thousands of dollars upon it — nevertheless tlie 
profit possibilities are commensurate. It may be that 
analogous statistics from other sources and other fields 
may give clues and data which by careful comparison and 
computation may be valuable in filling in the gaps of un- 
known data. It may be that cooperative effort by an 
allied group* of manufacturers is the most economical. 
Business men of shrewdness and capacity rarely nowadays 
omit careful consideration of the per capita figures per- 
taining to their line of trade, and even to their own 
volume of consumpton. 



CHAPTER VII 


POSSIBLE MARKET ANALYSIS AND SATURATION POINT 

49, Vital nature of future sales analysis in business. — 
All business is operated upon expectation from tbe future, 
and all business plans are based upon trading possibilities 
that are known or believed to exist. The enormously 
high mortality in business has chiefly been due to over- 
confident optimism and lack of facts and of the habit of 
analysis. Trade possibilities that were believed to exist, 
but actually did not exist; the existence of facts unsus- 
pected and unknown — these have been the grave diggers 
for a gi*eat majority of business ventures. 

Nowadays careful business men do not undertake busi- 
ness ventures without researches and facts from which 
to assure themselves with all the accuracy that modem 
business practice makes possible as to the expectation in 
sales which must be faced. The enthusiasm of an in- 
ventor over his contrivance, the optimism of an egotist 
whose thought is mainly of his own invincibility, the pure 
ignorance of the tyro in business who has no conception 
of the complications or conditions he will have to meet, 
are business wasters and positively spell failure. The 
foundation platform on which to build any basis is sound 
possibility of future sales. The business has no exciBo 
for existence otherwise. Therefore to build a business 
structure without delving deep into the ground to secure 
a permanent hold upon rock bottom facts is so vital as to 
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make it ai)stir^ to^ emphasize. Nevertheless, thousands of 
quite capable business men are constantly making serious 
mistakes along these lines, simply for the reason that 
they trust to their own experience, gambling instinct, 
and general judgment in order to make the basis 
for future sales possibilities. They use the intuitive 
method, instead of the laboratory method of analysis, 
and while it is quite true that men of exceptionally astute 
ability can sense the failure or success of a business, the 
facts are that business conditions of to-day are so ex- 
tremely varied, wide-flung, and full of complexites that 
nothing short of actual specific investigation and research 
will give a high degree of probability of accuracy. To use 
judgment alone is a dangerous sign of incompetence. 
Even at best, with all possible research, there is consider- 
able possibility of error, for infallibility is a thing 
which should not be claimed by any research worker, 
since it cannot possibly exist. 

Bankers and investors who are asked to under-write in- 
dustrial securities have for many years been in the habit 
of making engineering investigations into the various 
propositions placed before them, and they are only now 
beginning to realize that facts as to the extent of the 
machinery owned, the factory, the raw materials and other 
physical factors regarding a concern can tell nothing 
about the -future profit possibilities of a business. The 
present and the past are importav^f to examine, but the 
future alone can make future profits. Commercial re- 
searches into the possible market, competition, consump- 
ti<p and distribution factors involved in the merchandis- 
ing of a concern’s goods ; the outlook, the trade and con- 
sumer trend, are necessary. The profit possibilities de- 
pend wholly upon these future sales possibilities, and can 
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be analyzed witli the same engineering principles and ac- 
cnracy that prevails in engineering investigations and 
reports as to projects as yet only on paper. 

Such researches into future sales possibilities are not 
only of value to investors and high executives, but they 
are intensely valuable in the actual executive planning of 
the business. Upon the sales possibilities in detail rest 
many important executive policies — speed of growth^ 
sales development, plans, advertising, factory and raw 
material plans, and finances. It is the first business of 
the commercial firm to have highly concrete facts, at no 
matter what expense, as to his real possible market. 

50. Surveys of basic consumption conditions. — ^Always at 
the base of trade development possibilities of a business, 
lie the individual conditions surrounding the typical or 
average consumer. Therefore, the first step in any analysis 
of sales possibilities, must be as close as possible and as 
thorough as possible an analysis of the typical consumer 
and the factors which make for sales resistance, and the 
factors which might develop greater consumption. Sur- 
veys of basic consumption conditions can of course be 
made in any degree of exhaustiveness from a brief study 
of a hundred or two of individual consumers, all the way 
up to detailed consumption studies, analyzing the exact 
possibilities of each unit or territory, and each type and 
class of consumer, and even in limited lines of busi- 
ness, an actual investigation of every single purchaser 
personally. 

Just what type of survey to make for any individual 
concern is a matter which first depends upon the relative 
degree of importance of information to the development 
of a company, and its ratio to the amount of money avail- 
able for research expenditure. A certain large concern 
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wliicli has had practically no need to search far for orders 
since it began business sees now* approaching five or six 
years hence, a period of severe competition and the peak 
load of its career. It is now ready to spend every dollar 
necessary to secure in such a consumption survey a 
greater amount of information than any competitor can 
secure. It is at present making a survey, cotinty by 
county, throughout the entire United States of the exact 
number, character and location, and type, and even the 
name of the possible consumers, and is sparing no effort 
to get every fact which even in an indirect manner may 
give light on its possible market, both quantitatively and 
qualitatively. It appreciates that soon the market will 
change from a seller’s market to a buyer’s market, a con- 
dition calling for great preparation in advance if its envi- 
able position is to be held. 

There are unknown factors in the possible market of 
almost any product, and it is thoroughly profitable to 
analyze them before they crop up and demand to be 
analyzed. In other words, it is far preferable to determine 
the location of rocks in steering one’s course, than to wait 
to bump upon them. 

Even when a general investigation of basic consump- 
tion is not possible at the time, specific inquiries into 
phases of consumption statistics are always important and 
never out of place oi" order. Consumption conditions are 
constantly changing, and a research department in any 
business can profitably keep itself occupied simply in 
developing new angles in the consumption situation, and 
also in the distribution situation, by working out in the 
field among consumers and distributors constantly. 

Such consumption investigations among other things, 
can inquire into: 
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1. Wliat kind and types of people purchase goods? 

2. What individual influences them or has joint au- 
thority or activity in making the purchase? 

3. Wliat are the habits of mind and general conditions 
surroxmding the purchaser? 

4. What is the exact need which the consumer feels, 
how does it arise, and what instinct, needs, desires 
and feelings does the article satisfy? 

5. What pre-conceived ideas, prejudices and notions 
does the consumer bring to the purchase of the 
articles? 

6. What are typical past experiences of consumers in 
the purchase of such articles? 

7. What are the shopping or purchasing habits or 
modes of procedure of the average consumer? 

"" 8. What impression, reputation and general standing 

of brands prevail in the buyer’s mind? 

9. What standards in the matter of price and quality 
and service prevail in the mind of the consumer? 

10. Analysis of consumer preferences for sizes, marking, 
types and models, etc. 

11. Statistical study of consumer, from a quantitative 
basis, giving facts as to number, distribution, lo- 
cation and concentration of consumers. 

12. Inquiry into possible manner and means of de- 
veloping application of article. 

51. Sales possibilities by territorial units. — ^There is the 
utmost practical need for data and statistics on this sub- 
ject, since the performances of salesmen, branch agents, 
jobbers, etc., cannot be justly judged unless such means 
are available. Nor can it be operated justly and accurately 
without an unbiased technical survey into the sales pos- 
sibilities of definite territory units, in cities, counties, 
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sales districts, suites or by general geographical sectors. 
Sales resistance is different in different territories. The 
consumers in one territory may be fairly well educated 
to the general uses of the products, whereas in other ter- 
ritories they may be not only indifferent, but sometimes 
antagonistic to it; or local conditions may be such as to 
raise strong general resistance. Unless such individual 
territorial factors of difference in sales possibilities are 
understood and tabulated, grave injustices and harm may 
be done in big sales organizations. It is a common phe- 
nomena that a salesman or branch manager taken from 
one territory and placed in another may fail, in spite of 
his excellent record in other territory. This may often 
be wrongly attributed to the man, whereas the differences 
in the territory in contrast to the territory from which 
he came are such that a man^s special ability is unable to 
overcome them. His type of ability may show best re- 
sults in a well developed or semi-developed territory, 
while another man may develop best in a pioneering ter- 
ritory, and go to seed in a well developed territory. Full 
knowledge concerning the conditions in each territorial 
unit, a knowledge not merely made up of intuitive ideas 
or general judgment, but of facts which can be put down 
on paper in definite manner, so that 'when the salesman- 
ager dies or leaves it may become of great value to the 
succeeding executives — makes for far more efficient and 
economical management of a sales force than is possible 
within it. It is due to every salesman that the conditions 
of his territory be thoroughly understood in relation to his 
results, and there is no more powerful developer of 
esprit de corps among salesmen than the knowledge that 
a just and accurate investigation of such facts has been 
made and that a comparison of his efforts and those of 
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other salesmen lias the basis of matheniatiGal adjustment 
so that he will neither be favored nor handicapped. 

The technique of the development of data regarding 
territorial units is naturally difficult and often fairly ex* 
pensive. The most exhaustive method is to make investi- 
gative calls upon each dealer, jobber or consumer and 
ascertain definitely the volume of consumption of that 
line of goods, including the ratio of preference or volume 
of leading brands. The next best thing, if this is impos- 
sible in any given state, is to investigate a certain num- 
ber (as large as can be afforded) in each territorial unit, 
so that a statistical basis of estimate may be established 
and the full sales possibilities worked out from the present 
consumption, the competing situation, and the basic mer- 
chandising conditions which affect sales. Experienced re- 
search service can accomplish this even from a minimum 
number of 100 units from which to figure in each territor- 
ial unit. It is even possible, if absolutely necessary, to get 
information, without investigation, which will approach 
to 65 or 70% of accuracy, in some cases even higher, by 
means of an examination of central sources of statistics 
and data about local units which will provide a sound 
basis for estimation by experienced analysts and business 
statisticians. 

In other words, the situation is that no concern, how- 
ever limited its financial resources, need be without statis- 
tical research or territorial sales possibilities. There are 
methods economical enough for any business. A business 
may thus increase the accuracy of its knowledge and 
judgment, and stimulate its sales force by a greater and 
more intimate knowledge of its territory. 

52. Setting of quotas upon a point basis. — In order to se- 
cure a high degree of statistical accuracy and managerial 
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judgment in developing facts about the local sales unit; 
the point system has been devised and used with great 
success in many lines of business. The point system is 
simply the reduction of a number of factors into a single 
^^index figure,” ^^weighting” it in the well known statis- 
tical method; with the varying factors in the territory 
which require consideration. The final result is a single 
figure representing the possibilities of sales quotas of a 
unit of territory in an accurate proportional relation to 
the figure for other territorial units. 

S3. The point system for adjusting differences in territorial 
sales possibilities. — The point system has many forms and 
uses from a simple arbitrary one based on sales alone 
(calculating each unit of sale or dollar as so many points) 
up to an elaborate calculation in which a dozen or more 
factors of statistics and research are included. 

These point systems are used mainly in sales contests, 
but are also used for general sales quotas and for general 
sales study and comparison. 

Some of the factors which upset calculation (before the 
Point System was developed) were: 

1. The differences in merchandise and the profit con- 
siderations concerning them. Nearly all firms 
which make more than one article find that for one 
reason or another, or at one season above another, 
the relative desirability of sales is different. In 
other words, the National Lead Company, for in- 
stance, does not desire to induce its salesmen to 
spend a great deal of time selling lead to tinsmiths 
when that time can be more profitably employed in 
pushing a line which is not as staple as lead, but 
which is a specialty which the market is not edu- 
cated to buy automatically. It desires to have 
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salesmen sell its specialties before all other things. 

2. The differences in territories are so great that few 

firms are in a position to pit any one territory 
against any other except on the accurate basis 
afforded by a Point System. Some territories are 
in a raw state of undevelopment; while others are 
in a high state of development 
The amount and character of salesmanship required 
to secure a thousand dollars’ worth of business in 
undeveloped territory is greater than in a developed 
territory. Other factors which make territories 
differ are the density of population, the access!- 
ability, etc. (Full list described further.) 

3. The amount of the order is also a factor which in 

highly developed Point System is considered 
important. 

A salesman who sells to concerns which buy in large 
orders, takes a greater volume of business with 
less effort than the salesman who sells a smaller 
type of concern which takes smaller average orders. 

4. The feeling often justified on the part of salesmen 

that the quotas were inexact, the comparisons un- 
fair and the calculations haphazard. 

The Point System does for a sales organization what 
the decimal system does to arithmetic — it makes elaborate 
reckonings simple. It applies mathematical exactness to 
matters which would otherwise be arbitrarily and crudely 
handled. 

The Point System is by no means only for large com* 
plicated businesses. It is usable in very simple forms — 
merely to represent a unit of sales (as National Cash 
Register plan described above) or for a group of special 
bonus offers for various tasks and goals, each with a vary- 


POSSIBLE MAEKET ANALYSIS 


107 


ing importance and point-value. The smallest business 
as well as the largest may use it with equal economy and 
facilityj because it is a principle of efficiency of reckon- 
ing, and not a mere device. 

54. Data required for more elaborate ‘^point’^ calculations. 
— A careful research or survey should be made and the 
results merged with all data on the elements which affect 
the local situation. Among the factors which will likely 
be useful in establishing a ratio figure for territorial 
differences, are the following: 

1. Volume of goods sold by all manufacturers in the 
line; 

2. Density of population; 

3. Density of dealers (per square mile and per 1,000 
of population) ; 

4. Eailroad mileage, population per mile of railway, 
miles of railway and trolley per square mile; 

5. Inaccessible population; 

6. Volume of prior sales; 

7. Character of population; 

8. Distribution of per capita valuation of realty, 
bank deposits, business offices, etc. ; 

9. Distribution of building activity or other vital fac- 
tors affecting the business; 

10. Special considerations. 

It is no simple task to coordinate all these factors, but 
the variety of factors used should make the final resulting 
quota nearly free from arbitrary elements. The aim is 
to secure something like a reasonable comparative figure, 
by means of composite figure rating all the individual 
factors used, for each unit of territory. 

55. Merchandise factors measurable by point system. — 
There are any number of considerations which may affect 
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the relative desirability of the sales of A^arious products. 
They should be rated according to relative desirability of 
sales at a very careful conference of all of the heads of 
the business; including the directors, in order that the 
wisest strategy of the business may determine tliis im- 
portant thing. Among the considerations which are valu- 
able in this connection, are: 

1, A new product which is going exceptionally well be- 

cause of its novelty should not be ranked first, 
even though it is very profitable. Experience shows 
that salesmen give such preference anyhow. 

2 , Articles which are staple and routine must not 

always be placed at the lowest ratio because they 
are naturally given a lesser amount of attention, 
and careful policy may develop reasons why they 
should be pushed. 

3. Trade conditions must also, as well as strategy en- 

ter into consideration, since there is ofttimes extra 
resistance on some products on the part of distribu- 
tion. 

4. It is desirable to establish groups of products so that 

some weaker ones of the group may secure atten- 
tion because of such grouping. 

56. Point calculated from sales performance. — A specific 
stimulant to the liveliest development of all around sales 
possibilities, the point system plan provides for special 
rewards for particular work done. This plan makes pos- 
sible the direct application of selling energy to certain 
sales objectives which investigation and study show to b© 
of importance in the sales plan. 

The following are some of the factors for which points 
may be given: 

1. Largest nunaber of orders; 
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2. Largest* peF cent of increase over estimate; 

3. Largest increase in dollars and cents; 

4. Largest number of towns visited; 

5. Lowest per cent of expense to sales; 

6. Eatio of town reports to number of workable towns 
in territory; 

7. Highest percentage ratio between gross and net 
* sales ; 

8. Highest percentage of estimate new agents or deal- 
ers stocked; 

9. Lowest number of past due accounts in territory 

(based on quarterly showing after deducting sus- 
pense accounts collected) ; 

10. Largest number of orders taken; 

11. Highest percentage of gain over previous year in 
Group I; 

12. Largest number of individual prospects (or towns)' 
visited ; also lowest number of towns or prospects 
visited. 

57. The meaning and significance of ‘^the saturation point.'^ 
— What is a market ^^good for’’? What volume can it 
absorb ? At what point will a line of goods begin to be 
^^a drug” upon the market? These are questions of very 
definite importance in any sales research. 

It is a peculiar fact that many industries after a period 
of difficulty develop a demand for their article, and then, 
this demand becoming visible to others, new concerns 
•flock blindly into the field, expecting also to enjoy a big 
market But, unfortunately, this demand may have very 
definite limitations which competent statistical investiga- 
tion might have uncovered. There may be no sufficient 
market left for the new companies, and the usual order 
of failure or absorption occurs. 
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Then, too, a firm which is not aware that its article is 
rapidly approaching a saturation point, may suddenly he 
caught in a serious situation of lack of preparation; 
whereas statistical research might have demonstrated the 
fact in plenty of time to lay lines of new development, 
either for manufacture of new or related lines, or for ex- 
panding the uses, scope and application of the product, 
and thus put off the coming of the saturation point. This 
saturation point has been skillfully avoided in the auto- 
mobile field by the reduction of average price of auto- 
mobiles; each new decline of |50, opening up new hun- 
dreds of thousands of prospects. Price is the most fre- 
quent arbiter of the saturation point on articles of high 
cost ; but in others it depends largely upon the number 
of people who can logically use the article to good ad- 
vantage. 

Most figures on markets are too optimistic (remember 
Col. Starbottle’s eye wash!) and there is too naive and in- 
experienced use of statistics by the rosy-eyed inventors or 
promoters. The possible market is never easy to deter- 
mine, and sometimes it can be demonstrated that a pro- 
posed industry could manufacture enough of the article 
in 3 months in a sizable plant to supply the demand for 
10 or more years to come. It is of importance to plan 
for a term of years ahead, and not on a basis which will 
ignore the possible early exhaustion of the business by 
saturation. The country’s population is not growing so 
rapidly as before and markets are not so ^^bottomless” as 
once they were. 

Shrewd bankers, investors and others study industries 
not by what has been done, but by what is possible to do 
in the future, realizing that it is an old and favorite 
argument of promoters to ^damb” investors that the Jones 
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Co. has made mi]j.ioiis in the past ten years, therefore the 
new company can do likewise! The parallel in such 
cases is truly deadly, because usually statistically un- 
sound. What a company has done in the past cannot, so 
far as sales are concerned, be even a moderately sure pre- 
diction of the future. There are companies which the 
writer knows paying now and for a long time past a 
great deal of money in dividends, but which ^^insiders’^ 
on matters of sales development know are doomed 
to bankruptcy or complete reorganization within a 
couple of years — ^because of market changes and sell- 
ing factors. 

The ^^saturation point,^’ it is quite true, has not in 
America up to this time cut much of a figure in calcula- 
tions, because most markets for good articles have grown 
almost automatically to the extent of at least 10% per 
year. Creative salesmanagement cannot logically take 
credit, in many industries, for growth up to 10%. The 
saturation point has on this account been sneered at as a 
^hogey’’ but from now on it will increase as a factor of 
consequence. It is already a very definite factor in for- 
eign countries, and the huge enlargements of factories for 
war production have brought many firms in the United 
States to the realization that the ordinary market will 
not be big enough to take care of new capacity for con- 
sumption. The saturation point is too near; new plans 
must be made. 

Saturation point statistics are constantly in need of 
revision. Conditions, wealth, population, and other fac- 
tors change the situation at least yearly, and figures 
should be revised at least that often. 

Also, it is possible to postpone the saturation point by 
widening the usefulness and appeal of an article. It is 
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this factor (as weE as price) which, helped save the aa- 
tomohile from, reaching the saturation point years ago. 
The economic usefulness of the automobile was developed, 
thus taking it out of the purely “pleasure” class of com- 
modities. 


OHAPTEE VIII 


INVESTIGATIONS OF DISTRIBUTION PROBLEMS 

' 58- Great fundamental economic problems involved in dis- 
tribution. — To avoid confusion in the consideration of this 
wide-ranging problem it is important to separate it into 
elements, as it is unquestionably the most vital problem 
in business to-day, and will remain so for years to come. 
President Wilson made the solemn announcement in 
August, 1919, that nothing else would suffice but the tak- 
ing over of the means of distribution. Other serious pub- 
lic utterances have been made on the subject. Much re- 
search has already been focused upon this problem, and 
already many investigations and surveys have been made 
by legislative communities, city, state and national, as 
well as other researches by private and quasi-public 
agencies. The after-war pressure of high prices upon 
wages and standards of living, and the resultant outcry 
of laboring and middle classes at their plight, quickly re- 
sulted in focusing the undivided attention of the Presi- 
dent and Congress on the ptoblems involved, which are 
always principally problems of distribution. The world 
over similar conditions have prevailed. 

Examined basically for a brief review of the situation 
from the business research angle, the present situation is 
a logical result of the concentration of American genius 
for many years past upon production and consumption, 
with but negligent regard for improvement in the equally 
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vital factor of distribution. The great Mvehtive era made 
quantity production possible in staples, and also placed 
upon the market an unbelievable variety of new and in- 
teresting specialty merchandise. To find a market for this 
Pandora’s box of riches, advertising was employed with 
its lightning swiftness and power of word and picture to 
portray, simultaneously in every city and village, the 
wonders and desirabilities of this new merchandise and 
new standards. In comparatively few years, by the use 
of the high degree of literacy prevailing through free edu- 
cation in the U. S., the advertising profession metropoli- 
tanized the country from Atlantic to Pacific, in city, 
town and country; the rural free delivery connecting every 
home, however far from a post office, with the newest 
facts of the great national bazaar of merchandise cater- 
ing to eveiy human instinct and necessity. The habit of 
reading either newspaper or magazine is enormously 
developed, there being about 12,000,000 readers of 
magazines alone, while newspapers are quite universally 
read. More advertising created better periodicals and 
better periodicals created more advertising, in ever 
mounting circles. 

Erom a distribution standpoint this situation could not 
but result in a certain degree of chaos, confusion and con- 
sequent abnormality of cost, for an unbearable load was 
placed upon the distribution machinery, which was not 
only archaic but actually at war with itself internally. 
Those who operated the distributive machinery of the 
country lagged far behind the brilliant inventors and pro- 
ducers of merchandise in their ability, vision and resource- 
fulness to meet the kaleidoscopic changes and growth in 
American business. The inventors and producers and ad- 
vertisers of an endless variety of merchandise (most of it 
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adding splendidl|" to the advancement of health, sanita- 
tion, nutrition and happiness of the world) found ready 
and instant response from the consumers appealed to — 
but the effecting of the distributing bridge from producers 
to consumers was and is the weak and defective link in 
the entire business scheme of things. Its persistent and 
baffling problems would long ago have been solved were 
they pro-blems of the same concentrated simplicity as in- 
venting, producing or advertising. The difficulties of the 
dif 'ribution problems arise chiedj out of the fact that 
they embrace so many independent units and require 
such nice coordination of so many varied individual 
factors, many in dire conflict with each other. 

59. Phases of the distribution problems. — The ^^distribu- 
tion problem,’’ so called, then, has numerous research 
phases, each one of which is full of subsidiary angles. 
These phases may broadly be classified as follows: 

1. The public policy phase — a consideration of the sub- 

ject from the point of view of law, regulation and 
consumer benefits. Congress, the Federal Trade 
Commission and other bodies have already inter- 
ested themselves deeply in the subject. 

2. The transportation phase — a consideration of the re- 

lation of public carriers to distribution, costs and 
facilities; questions of terminal facilities, conges- 
tion, car shortage and rates. 

S. The farm producer phase — a consideration of the 
problem from only the point of view of those basic 
staples which originate on the farm, and which 
have their own typical distribution machinery and 
problems. This includes the study of public mar- 
kets, parcels post, distribution, speculation, stor- 
age, destruction of goods to prevent glut, etc. 
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4. Tlie ecoDomic theory phase — a coijsi^eratioii of the 

fundamental matter of the operation of the law 
of supply and demand, price control, price main- 
tenance, speculation, public ownership, cooperat- 
ive effort, price agreement, etc. 

5. The retail distributive phase — shaving to do with 

costs of doing business, margins of profit, turnover, 
neighborhood versus centralized buying, chain 
stores, mail order competition, cut prices, bargains, 
price maintenance, cash and credit basis, dell\ ‘ry 
costs, self-service, cooperative buying, rental values, 
salesmanship and service. 

6. The wholesaling and jobbing phase — relating to the 

question of utilizing jobbers or ^^selling direct,’’ 
size of jobbers’ ^^spread,” jobbers’ private brands 
and retailing, resulting in mixing and perversion 
of jobbing function; national and local jobbing; 
jobbing centers and zones, jobbing credits, etc. 

7. The national seller’s phase — the position and prob- 

lems of the maker of merchandise, questions of his 
control over his merchandise after leaving Ms 
hands; of establishment of branch warehouses, of 
selling direct, of establishing his own retail out- 
lets, of price maintenance, of selling territorially 
or nationally, of quality discounts, of stimulation 
and education of distribution units, of substitution, 
private brands, margins of profit, exclusive agency, 
broadcast selling, service to consumer, etc. ; 

8. The consumer phase — a consideration of the typical 

defects of distiibution from average purchaser’s ; 

viewpoint ; failure to secure articles desired ; neigh- : 

borhood and centralized buying, shopping habit, ‘ i 
cut prices, service, bulk and packaged merchandise, • ' 

i:J 
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co6pera.tivi^ buying, public markets, standards of 
living, package labeling, pure food standards, one 
price system, deliveries, bargains, comparative 
prices, legislation, family budgets, etc. 

9. Tbe cost and statistical phase — the relative cost of 
distribution ; investigation of elements of distribut- 
ing cost; margins to maker, jobber, railway dealer,. 
. etc., detailed comparison of items of cost. Graphie 
representations of statistics of distribution. 

All of these phases will be searched in fine detail in' the 
years just ahead and the brains of the country will un- 
doubtedly be focused upon them as never before. They 
call loudly for solution, and business research will natur- 
ally bear the brunt of the responsibility for increasing 
distribution ©ESciency. An almost grotesque ineffectuality 
is now apparent in grappling with the problem. 

60. The number of distributors contrasted with producers 
and population. — The startling and immediate nature of 
the distribution problem is best illustrated in an exami- 
nation of the total number of all distributors and their 
increase since 1850. In that year 2% of the population 
was engaged in distribution. This percentage has steadily 
grown. Tin til it was in 1918 approximately 7%. The 
number of producers, on the other hand has decreased. 
The number of producers to each distributor in 1870 was 
7 ; it has steadily declined until to-day there are only ap- 
proximately 3 producers to each distributor. On this, 
basis, maintaining the same tendencies, there will be in 
1990 an equal number of producers and distributors, or 
one non-productive distributor to every producer! The 
ghost of the old Malthusian theory that population always 
tends to outrace the food supply thus appears again! 

Obviously the changes in character of population are 
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important factors. Urban population ( J)wns over 2,500) 
is growing at the rate of 34.9% annually, while rural 
population is growing at a rate of only 11.1%. The popu- 
lation per square mile was but 6.41 in 1880; in 1910 it 
was 30.99. On this basis it may be 60.0 by 1950. New 
York City is growing twice as fast as the rest of the 
country, and there is every likelihood, if tendencies do not 
change, that by 1950 two-thirds of the country's popula- 
tion will be in cities and towns, and thus add certainty 
to the tendency to increase the ratio of distributors to 
producers. The total number of all engaged directly or 
indirectly in distribution is to-day approximately 7,420,- 
000. To distribute $1,000 worth of goods the number of 
people required has increased over 50% in the past 20 
years; whereas to produce $1,000 worth pf goods the 
number of people required has decreased. 

From these facts may be gleaned the outline of many 
suggestions for researches on the general phase of the 
distribution problem. The more practical and immedi- 
ate phases must now be considered. 

61. The practical goal of greater distribution eificiency.— 
In all likelihood business men themselves will ultimately 
solve the distribution problems, if they will more gener- 
ally make use of the research tools which alone can equip 
them with the facts anent the puzzling situation. Already 
the principle upon which the solution will likely hinge is 
emerging. 

Automatic selling is the keynote of distributive effi- 
ciency, and will work wonders when the way is cleared 
so that it has an opportunity to function. Automatic 
selling is an arbitrary term representing the ideal of all 
salesmanagement, whether for a staple or a specialty, and 
it is the goal to strive for in building and distributive 
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organization. ^^Automatic Selling’’ is meant continu- 
ous repeat orders coming on because of ideas of quality or 
service engendered in consumers and aggressive selling 
help from retailers and jobbers. There are hundreds of 
firms making good articles which could be sold in large 
quantities at a fair profit if their executives had ability 
to build a larger distributing organizaton and knew how 
to keep up an even sales development which brought a 
steady stream of repeat orders. 

Quantity selling is the greatest modern profit policy — 
and quantity selling is only possible when backed by a 
system, a machine, an organization of distribution. One 
box of cartridges sold each week in one store seems an 
infinitesimal amount of business, but when there are 80,- 
000 stores eaoh selling for you at least that amount each, 
as have several of the large ammunition manufacturers, 
large aggregate sales become possible. The same is true 
of Ingersoll watches. The little profit on a dollar watch 
is not much; but multiplied by the 70,000 or more stores 
that are selling, the profit on the volume of business is 
large. 

As a matter of fact the ^^key log in the jam” of most 
manufacturing concerns^ failure to reach greater size is 
the inability to get beyond a certain localized or limited 
distribution. All other problems may be well solved by 
such concerns but in the development and maintenance of 
a broad net of distributors pushing their goods they 
frankly confess a large or small measure of defeat. They 
admit the problem is to some extent beyond their powers. 
Their distribution organization is exasperatingly spotty 
— sales are good in one territory this year and poor the 
next; at no one time is their anything like a uniform or 
even flow of orders. The distribution machine creaks and 
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spurts spasmodically. It needs the ailention of expert 
counsel and research on distribution. There is no reason 
why any good article should not approach the ideal of 
an automatic demand— not of course as automatic as a 
staple product, if it is a specialty, but still a ready auto- 
matic demand which has something like an even flow 
because it is stimulated wisely and correctly. 

62, The seven elements of successful distribution. — ^The 
specific factors in successful distribution may be said to 
be about as follows: 

1. A maximum number of live selling units (retailers 
or canvassers). 

2* A rigidly uniform and fair method of dealing. 

3. A smooth-running channel of middlemen, if necessary 
^(jobbers, selling agents, commission houses or local 
branches). 

4. A steady ^^pulP^ or ^^demand’^ from the consumer, 
arising from advertising direct to consumers. 

5. A steady ^^push’^ toward the live selling units — to 
keep them supplied with enthusiasm, new ideas, assistance 
and conviction, accomplished through salesmen, trade 
paper advertising, house organs, letters, etc. 

6. A system or campaign plan to extend the reach of 
the distributive organization, in the shape of specially 
designed advertising, special crews, ^^missionary sales- 
men,^’ etc, 

7. An efficient routine organization to handle all 
matters without friction or complaint or loss. 

The nature of these elements readily explain why there 
is so frequent failure to attain them. They are very 
complicated and very difficult factors to master, each and 
every one of them. It is foolhardy for any but a mind 
ir'ained to handle such factors to expect success. They 
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silow on tlieir ia(^ the degree o£ generalship and organiz™ 
ing ability required, to say nothing of the men, money and 
careful examination of facts necessary to success. 

63. Building a distribution machine to order. — distri- 
butive organization has many of the same peculiarities 
as a machine. It needs much oil and a good deal of expert 
attention, and it is composed of a great many parts, aU of 
which must be perfectly meshed into each other without 
friction. 

Now, a machine of such proportions as will sell an 
article in an adequate manner, is necessarily a delicate 
poised and individually adapted machine. It must be 
practically built to order. 

The distribution machine which is most perfect, most 
profitable and smoothest running, is naturally the ma- 
chine that sells your goods most automatically (with the 
least cost, time, effort or parley). An ideal distrihution 
machine is composed of many selling units. In the case 
of Ivory Soap about 250,000 or 300,000 stores sell the 
goods. That is a very huge machine, but essentially simple. 
It puts 300,000 people to work, and if each one works 
only the tiniest bit, it rolls up a big volume of sales auto- 
matically. The law of averages is the speedometer to 
such a machine. 

The reason for a distribution machine is to have good® 
ready for the consumer in his own locality, to render local 
service, to display goods in the recognized centers of bny- 
ing, to unload small credit risk, to save time and cost, 
and to more thoroughly canvass local possibilities. 
Whether selling belting or machine tools or breakfast 
food, the aim is a machine which will represent the firm 
to prospects with the same degree of aggressiveness and 
skill as the firm would display if it were O'perating that 
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store or agency itself. That ideal of J distribution ma- 
chine is very rarely achieved, but is the goal to aim for 
and a goal to attainment of which is twice as certain with 
the aid of analytical research as without it. 

64. Minute analysis of local distributive units. — Since 
there is no way for one investigator or analyst to call per- 
sonally upon each distributive unit and thus secure at first 
hand the facts which throw light on the distribution situ- 
ation it is important to get full and adequate information 
about the distributor and make up a composite or detailed 
picture of the situation from the data obtained. 

The information required may or may not be as ex- 
haustive as the data here outlined, but the questions will 
serve to suggest those pertinent to any individual case. 

65. The changing character of distributive outlets. — ^There 
was once a set or fixed notions as to distributive outlets. 
Hardware stores sold hardware only; drug stores com- 
pounded prescriptions and sold patent medicines mainly. 
We are now in the midst of many very extensive changes 
of distributive outlet. Both dealers and manufacturers 
are breaking precedents with great rapidity. Drug stores 
have become veritable department stores for innumerable 
types of merchandise from safety razors to cigars and 
even eggs. There is apparently no principle at work ex- 
cept that of public convenience and shrewd snatching of 
profitable specialty lines from the hands of inalert lines 
of trade. The hardware stores have added other lines — 
household goods, silverware, electrical goods, and now 
they are in the act of becoming important distributing 
outlets for automobile accessories. 

Manufacturers who are seeking increased volume and 
more alert retail cooperation naturally study these ten- 
dencies, and much success has been accomplished by re- 
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searches followed by action along this line. A notable in- 
stance is that of IngersoU Watches, now sold in many 
lines of stores — sporting goods, haberdasheries, news 
stands, cigar stores, etc., whereas once all watches were 
rigidly confined to jewelry stores. 

The Winchester Arms Company is a notable example 
of the application of research to a distribution problem. 
With the beginning of 1920 it announced that as result 
of careful research it planned to distribute some new 
products through its own wholesaling and even retail 
outlets. This was a radical break of tradition, and a 
well known research man was engaged upon the task for 
a considerable period. 

Every day other firms are announcing new or changed 
distribution .policies, which indicate how vital are in- 
vestigations into this situation from the standpoint of 
trade may severely limit the possibilities of sales often 
mainly by reason of the special private deals known to 
be in existence, shutting out a fair opportunity to de- 
velop. Distribution inquiries would usually cover some- 
thing like this ground: 

1. Statistical tabulation of present outlets by types, 

location, size, etc. 

2. Analysis of their estimated total and average sales, 

by classes and territories and present limitations. 

3. Statistical study of other possible outlets, based 

upon free investigation of fitness, receptivity and 
chance of success of widening of outlets into new 
fields. 

The difficulties of such widening processes are many, 
arising mainly from friction in the trade as a result of 
widening out, and laggard interest in the new line by 
newly developed distributors. In the hardware trade 
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tliere was a strong tendency to sell eleciriCal supplies — 
tendency fought yery definitely on policy Tby some makers 
of electrical goods. Competent research will develop the 
facts and probabilities of degree of seriousness of incipient 
changes — or advise as to the starting of now logical 
tendencies. 

In Chicago another distribution experiment is being 
tried. The large building formerly occupied by the Siegel 
Cooper iepartment store is to contain a number of inde- 
pendent retail businesses. The management of the build- 
ing will provide for each merchant much of the ^^over- 
head” service such as advertising and delivery and will 
charge each retailer according to his use of the general 
jiervice. The object is to combine the advantages of both 
the large store and the small store. 

During the ^^after war strike season’’ there was talk in 
the labor union of their ‘Wn stores” and their "own fac- 
tories.” However impractical those ideas may be it is 
important to inquire if they point toward a ripening of 
American conditions for the introduction of the co6p- 
erative merchandising and production plans that have 
^succeeded in Britain. 

68. Perverted and mixed distributive functions. — ^This 
factor is the cancer spot in the distributive situation to- 
day. Instead of making their own strictly distributive 
functions more efficient and profitable, distributors have 
been lured by the desire for greater expansion into under- 
taking simultaneously other functions than distribution. 
Xarge dealers have become wholesalers, then manufactur- 
lers also. Large jobbers have become retailers, then also 
manufacturers. In such capacities they antagonized their 
•own logical customers by entering into competition with 
them. In addition to selling Jones saws, hardware job- 
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bars offer tbeir iwn brand of saws (and give tbem dis- 
tinct advantages in presentation). This leaves manufac- 
turers who distribute only through jobbers in a highly 
anomalous situation. Cases are known where manufactur- 
ers made up goods for jobber’s market with jobber’s name^ 
which would compete with their own goods from the same 
factory. Even dealers began to acquire the ^^privaie 
brand” notion, to the utter and wasteful confusion of all 
concerned. The range and ramifications of the distribu- 
tive snarl as it exists to-day is worthy of a book all to 
itself. Suffice here to indicate the principal facts con- 
cerning the situation — that jobbing or retailing pure and 
simple is in a muddled state, with both functions per- 
verted widely by units large enough to make the chaos 
stultifying and widespread. 

Into such a situation a manufacturer often comes like 
a lamb into a wolf pen, and has almost no chance from the 
start, except at uneconomic, ruinous terms. There is the 
utmost need for examining the strategic situation and 
possibilities for each individual case and thus securing 
material for sound judgment and economical policy. His 
policy of distribution largely depends upon this analysis, 
and how important such a matter is may be judged by the 
following radically different choices of distributive 
method: 

1. Contract selling, or selling to a small group of large 

consumers. 

2. Selling direct to a comparatively large number of 

consumers. 

Selling direct, through branch offices, to a large 
number of consumers. 

4. Selling in two or three or more ways simultaneously. 

5. Selling to jobbers only. 



126 BUSINESS EESEAECH AND STATISTICS 

6. Selling to jobbers mainly, but also direct to dealers. 

7. Selling direct to retailers mainly, but also to some 

jobbers. 

8. Selling direct to dealers only. 

9. Selling by mail. 

A manufacturer needs totally different brains and or- 
ganization and possibly forms of merchandise if he sells 
in either one of these vays. It is no longer possible to 
look with suspicion as an unnecessary and unsound 
innovation, upon the proposal to change or shift the plan 
of distribution. Conditions are more radical and onerous 
than any policy that may be developed to meet these con- 
ditions. 

The many syndicated selling movements such as the 
United Drug Company, or the chain store, or department 
store, or mail order outlets are forcing new policies and 
terms or challenging new methods in a manner to make 
important the utmost research to arrive at correct 
solutions. 

67. Analyzing percentage of distribution. — The position 
of a national seller of merchandise upon the chess board 
of distribution is to a certain extent measured by his 
“percentage of distribution”— a term applied to the 
ratio of the number of stores selling his goods to the total 
possible number of stores who could or should sell Ms 
goods. 

Crude and costly mistakes have been made by immature 
merchandising counsellors who have initiated large na- 
tional advertising efforts when the percentage of distribu- 
tion was exceedingly low, with no sound plan behind the 
effort 

There are about three or four ways of distributive de- 
vdopment, roughly classified as follows: 
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1. Growth, by i definitely marked local territorial de- 

velopment one after another. 

2. Growth by national ^^high spots” — ^usually the cities 

and the ^^cream” of the national market; adding 
the hinterland at leisure. 

3. Growth by full and adequate national effort 

4. Growth by attempted national effort^ on a catch-as- 

catch-can policy based on developments and oppor- 
tunities as they can be stimulated with the means 
at hand. 

In any of the above modes of distributive procedure 
the percentage of distribution nevertheless remains a 
measurement factor of importance, as correctly gauging 
the current situation. Practically no concerns enjoy 
100% distribution — that is, sell all possible dealers. The 
almost universally distributed articles enjoy often as 
high as 86 or 88% distribution, but rarely more. From 
this highest actual performance the percentage of dis- 
tribution ranges downward to 5 or 10% and must be 
judged in accordance. 

To correctly determine percentage of distribution, it is 
first important to correctly determine the number of pos- 
sible distributors, and this is not an easy task. In the 
grocery field, for instance, there is no standard, certified 
count of grocery stores, since many are unrated and un- 
classified by anyone — ^^^holes in the wall,” in business 
slang. Yet they are exceedingly important. It may be 
necessary to make a very careful information canvass of 
distributors. This is merely by way of illustration of 
the problem before the statistician. 

68 . Ail international distribution expert’s analysis. — ^Be- 
cause it is suggestive of the prolblems which face business 
and the country, the author prints herewith the state- 
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ments of Dr. Alonzo E. Taylor wlio wa^ associated with 
Herbert Hoover in his woiid labors in distribution dur- 
ing the war. 

After saying that the experience of every country at 
war has taught the necessity of a definite control upon 
distribution, he outlines the three phases of the subject: 

^^(a) The present current system of distribution of 
foodstuffs through the wholesale grocer, the Jobber and 
the retailer is inefihcient. There are entirely too many 
tradesmen, too much overhead, too much waste, too many 
bad debts, and the consumer pays the final bill. Bank- 
ruptcy in the distributive trades has for years been no- 
toriously existent. When one tours the Continent in an 
automobile the thing that impresses one in all the small 
towns is the excess of small shops and churches. The 
experience of the chain stores confirms the statement of 
inefficiency in the older system. 

"(b) It is a rule that whenever any operation is ineffi- 
cient in normal times this inefficiency will be exaggerated 
in abnormal times, as in panic and war. The operations 
of the American grocery shop and the distribution of milk 
are pertinent illustrations. 

"(c) The practice has become general to sell an article 
not on the basis of a fair profit over cost but on the basis 
of a probable or feared cost of replacement in accordance 
with a trend in the market. In other words, the distribu- 
tors are playing safe with a double margin. The cost of 
transportation and distribution is above normal. The 
speculative element is in excess of the normal, and, of 
course, wage and the other fixed costs of operation are 
above normal. 

^T?he sum total of these considerations leads to the con- 
viction that the distributive trades are exacting a heavier 
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toll from tlie ^cii^tomer than in the pre-war period. To 
what extent it is arbitrary and to be defined as ^profit- 
eering^ is a subject of specific investigation in each com- 
modity in each section. The experience in every European 
country since the armistice has been to the effect that the 
retailer has run wild. I am not in a position to state 
whether the American retailer is trying to catch np with 
him or not. 

69. “Is the standard of living too high? — ^This is a ques- 
tion of taste. Physiologically it is unnecessarily expen- 
sive. The words ^high^ and fiow^ mean ^expensive' or 
^cheap/ not ^good^ or ^poor.^ Our standard of diet is ex- 
cessively expensive. It is luxurious. It contains a lux- 
urious amount of high priced foods. It could be ma- 
terially cheapened without being in the least deteriorated. 
We have the lowest consumption of cereals and potatoes 
in the civilized world. The standard of living is to-day 
fully as high, if not higher, than before the war. 

“While we complain of the cost of living, we do not 
wish to change the type of living. It is the old adage of 
the ^cost of living high.’ We have what most Europeans 
regard as an absurd degree of luxury upon our tables. 
This is all well enough in times of prosperity, but it is 
directly opposed to that thrift in the period of recon- 
struction after a war tha"" alone will bring us back in the 
direction of normal prices. 

“In other words, we are living beyond our means in the 
matter of foodstuffs. Wben the American public wants to 
reduce the food cost in the diet, it can do so by decreasing 
the consumption of meats, sugars, fruits and vegetables.” 

Speaking upon the subject of American standards of 
living, before the American Bankers’ Association, Senator 
Owen of Oklahoma said: 



130 BUSI^^ESS EESEAECH AND STATISTICS 


^^There Kshould be a campaign in tb^ United States, 
thronglL moving pictures and on the forum, in the press 
and in the pulpit to teach men the dignity and need for 
honest labor and production, the shame of waste, the dis- 
honor of willful extravagance and to discredit the vain 
ostentation of wealth. 

^^The enormous disproportion of wealth distribution in 
America has led to false standards of extravagance and 
ostentation, going far beyond the reasonable bounds of 
mere luxury.^^ 

The high cost of living ^^threatens the stability of Gov- 
ernment throughout the world. 

^Tncreased production, better and more economical 
distribution and avoidance of waste are the chief remedies 
for the high cost of living,” Senator Owen said, ^^and to 
accomplish this the banks of the United States should 
encourage production by extending credits preferentially 
for productive processes, for improved warehousing, lend- 
ing against warehouse receipts and using their good of- 
fices and friendly counsel to stimulate production and 
improve distribution.^^ 

70. Analysis of dealer density. — There is a new way of 
approaching distribution conditions — ^to say nothing of 
the other suggestive uses of such data — in the analysis of 
the density of dealers in any given state or unit of terri- 
tory. This is the same statistical operation as for the 
ascertainment of population density; the division of the 
number of dealers of any line of trade into the number 
of square miles of territory. The resulting figures when 
compared to the population per square mile, afford a 
most interesting general light upon the distribution 
situation. 

In Massachusetts the population density is 450.6 people 
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per square mile. The number of dealers per square mile 
iu this state, in contrast, is as follows: 

Clothing * .111 

Drugs 193 

Dry Goods 180 

Grocers 1.099 

Hardware 088 

Jewelers 113 


“ This, when examined in contrast with the figures for 
any individual state or for the United States at large 
affords specific comparison. The density of grocers for 
the entire United States, for instance, is .058, which 
in contrast with 1.099 for Massachusetts or with .001 
for Wyoming, gives a most uniquely interesting side- 
light. 

Another way of calculating — ^the number of people to 
each grocer or other distributive unit — is also interest- 
ing, since it enables calculations, comparisons, and esti- 
mates to be made which greatly assist in arriving at 
sound basic conclusions. 

The direct relationship of ^^dealer density” to the dis- 
tribution problem is outlined succinctly by Emerson P. 
Harris, an economic student who has operated definite 
experiments with cooperative stores: 

^“^The two outstanding facts are that competition brings 
about conditions which make food purveying wickedly 
wasteful by causing t^^o stores to exist where one is 
needed, the expenses of the duplicate shops being charged 
to the consumer. The second fact is that competition 
utterly fails to protect the consumer’s interests. 

^^The cure is to be found in the adoption of a policy 
which recognizes that needless duplicate plants cause an 
unmitigated burden to the consumer and should be for- 
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Tbidden for tlie same reason that duplicate gas, electric 
and water mains are not allowed in the same streets, 

‘‘^Let the food purveying franchises be limited to the 
number needed and leased to bidders who will perform 
the service at the lowest gross average profit, cost to be 
figured on the basis of quotations at sources or primary 
markets. This kind of an arrangement under proper 
safeguards, would mean two things; distribution under 
such conditions and in such volume as to make the ut* 
most economy possible, and second, real competition. 

^Tt would also avoid the turning over of the highly 
technical business of food distribution to the inexperi- 
enced — a thing which is often proposed by theorists.^^ 

71. Factory location upon a scientific distributive basis. — 
There is going on at present a widespread re-grouping 
of factory locations, in an attempt to remedy a situation 
begun in the earlier industrial history of the country 
when plants were located without relation to distribu- 
tion. Persistent disregard of this factor resulted, as in 
the shoe industry, in loss of trade by the older com- 
panies in New England to new and more scientifically 
located maunfacturers in St. Louis. 

Distribution cost in a great market like the United 
States to a firm selling nationally to large numbers of 
distributors (either jobbers or retailers) in the larger 
lines of trade, like drugs, hardware, groceries, dry goods, 
is a very large item of cost, especially since freight cost 
is borne by manufacturers to an increasing degree. 

Therefore, it is thoroughly well worth while to make 
a detailed research into the location situation, balancing 
raw material and labor conditions, and distribution 
costs to the jobbing centers, on a ratio of estimated 
quantities shipped annually to each center. 
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It is not too^miicli to say that for any industry there 
is a choice of four or five locations v^iiieh are tlie ideal 
or scieiiliileally accurate locailonsj all convitleratloiis 
wei:^Iie€l aui Lalanced. It co/hs laoney^ soiiieilmes a 
great deal of money eacli day, no,' lo ?rc locale J in these 
logical centers. Tills cost may eryml the coiiipuny^s net 
profit, or constitute the decisive lacior heiween net profit 
and loss, or success in competition on jirice. Many firms 
are relocating themselves after making such researches. 
New concerns have little or no excuse not lo make ade- 
quate researches, in any case where distribution cost is 
a factor. Where it is not a factor of importance, labor 
and raw material factors may be deciding considera- 
tions, also requiring analysis and scientific location. 

Some profound changes in distribution costs have oc- 
curred through the opening of the Panama Canal, and 
the readjustments of freight rates on only a partially 
level basis. Thus it is now cheaper to transport Pacific 
coast lumber to a port like Baltimore, in the east, and 
then to points in the middle west, than to ship by rail 
overland eastward. In consequence the new fleets of* 
ships carrying lumber, etc., eastward are looking for 
western cargo, and eastern ports have freight advan- 
tage even over Chicago to the Pacific coast, and points 
Just eastward of it. This revolutionizes distribution to 
some degree and makes new economies of location pos- 
sible. Much research work in this direction becomes nec- 
essary. 

72. Bistrihutive equality and quantity price. — These ele- 
ments have been matters of contention in distributive 
relations for years, and are only, now becoming under- 
stood in principle The basic equity of providing an 
equal wholesale price to small or large retail buyers has 
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been debated in detail and conceded. ,Tke small neigh- 
borbood store cannot, in strict distributive justice, be 
placed at a purchasing disadvantage as compared with 
chain or department store by providing quantity prices 
to these larger units. Quantity “in principle” is not a 
fair basis for price reduction. Semice in selling may 
be, but not quantity. 

Therefore, the policy is now becoming more general .of 
making no quantity discounts whatever; the price per 
case or unit being the same to jobbers irrespective of 
their quantity of purchase. The larger retailer must 
depend on multiplication of standard profit, and to turn- 
over for his larger pro^fits, and not upon a price bearing 
a weighted advantage to the ratio of the quantity pur- 
chased. The small retailer is a business and economic 
necessity, with sufficient unfriendly pressure to veer him 
toward failure without a handicap being placed upon 
him because of his relative size. 

The well known tendency of the larger units to cut 
prices, because they can afford it through securing quan- 
tity prices (or “free deals,” longer credits, larger cash 
discounts, etc., which amount to the same thing) is a 
highly unfair and uneconomic proceeding, demoralizing 
and discriminative. It “throws a monkey wrench” into 
the distributive machinery. 

In any individual case, a careful research of trade 
practice and tradition sentiment and conditions is im- 
portant, in order that a wise policy may be determined. 
It is extremely difficult to introduce innovations without 
serious disturbance, and before making changes the ex- 
act situation needs to be understood. At the same time 
courage in taking a seemingly radical position is im- 
portant, once sure of the facts. 
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73. The plan of special discount for distributive 

device, — A unique policy has been adopted by Eyzan Bak- 
ing Powder in relation with chain and other large cen- 
tralized retail buying units. Eefusing any quantity dis- 
count it recognizes and pays 5% for distributive service. 
This is not the full wfliolesaler’s discount of 10% and 
2%. Frederick W. Nash of that concern outlines this 
new policy in principle, as follows : ^^In outlining a dis- 
tribution policy, right information is vital. The advan- 
tage which the large chain store, non-service grocery in- 
stitutions are apparently enjoying in purchasing as 
wholesalers and selling as retailers, is the chief cause of 
their growth. 

^^To an American, it seems positively immoral, as well 
as poor business, for a manufacturer to discriminate un- 
fairly as between his retail distributors by putting one 
class of retailers in a position, through buying arrange- 
ments, to undersell and discredit the services which the 
majority of the retailers handling his line provide in the 
marketing of his goods. At least this is the view which 
our Campany has taken in formulating the Eyzon Sales 
Policy, which contemplates a square deal to all con- 
cerned, and cooperation with the service and quality 
grocer to provide improved quality and greater service, 
as the principal basis of our competition for the public 
patronage. On this basis we are selecting our trade and 
confining our dealers to the character of grocers, both 
wholesale and retail, who recognize these principles of 
fairness in business and the underlying economy of a 
coordinated organized service in the marketing and 
distribution of a food specialty. 

^We are entfrely satisfied to allow our competitors to 
enjoy all the benefits which may accrue from selling and 
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cooperating witk any class of grocery^ trade tliat does 
not consider the rights of others. We are entirely will- 
ing to forego the distribution of our product in what- 
ever number of stores of this character there may be 
which will not recognize our inherent and fundamental 
right to be ourselves the competitors for the public 
patronage for Kyzon, which we are offering to the con- 
sumer at a fair and standard price in free competitipn 
with all other Baking Powders. We neither do nor wish 
to dictate the policy or methods of any distributor, 
wholesale or retail, in his general business relations with 
his customers, but on the other hand we are not willing 
to surrender our right and principles/^ 

74. Demand and jobbing margins. — The entire distribu- 
tive organization has for some years been, in a turmoil 
over ^^spreads’^ and margins. Wholesalers have bitterly 
complained against the standard margins, holding that 
their costs have increased and that the margin provided 
by manufacturers were too low. They used this as their 
reason for manufacturing private brands on which they 
could make wider margins. They have also bitterly op- 
posed reduction of large margins by manufacturers 
when their product was new and demand had to be cre- 
ated. The fact that demand was now made automatic 
by the manufacturer’s advertising, and that only the 
standard jobbing margin was earned has been met with 
recriminations of desertion and moral disloyalty to a 
distributor who had built up his business. 

It requires statistical representations and investiga- 
tions to make a convincing showing in such cases ; the 
development of facts as to exact state of demand, the 
experience and practice of other firms in other lines, the 
analysis of the jobber’s own condition and economics in 
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the matter, cieni4)nstratiiig that he has been paid cur- 
rently for his services, in proportion to the character of 
service needed. 

Jobbers are not sales agents, they are distributors 
pure and simple, and require demand before they can 
afford to handle goods on a regular jobbing basis. The 
status of demand is thus a most important factor in 
making representations to jobbers, and facts about such 
demand put up in the right manner, are important. The 
exact jobbing margin, above the minimum margin, to 
offer or accept is a matter calling for research. Jobbers 
ask for a maximum, whereas, their desires should be 
analyzed in the light of a number of factors, such as : 

1. Status of demand. 

2. Average- practice with parallel articles. 

3. General range of profit margin and price and cost 

limitations. 

4. Strategic policy, speed of growth desired, character 

of sales organizations and plan operated. 

75. Eetail margins and turnover. — One of the most highly 
controversial friction points in distribution is the size 
of the dealer^s ^^spread’^ or margin of profit. Being some- 
what incapable, as a class, of clear statistical vision, 
dealers confuse percentage of profit margin with turn- 
over profit. In other words the majority of retailers 
seem slow of comprehension of the fact that even though 
the percentage of profit on an article he but 15%, if it is 
earned often enough, in a year the annual turnover on 
money, or rate of profit on investment may he many times 
15%. The fact that Ms cost of doing business, if 25% 
annually, cannot correctly he used to demand a 25% 
margin of profit on each item because it is the percentage 
of I rofit on one sale, not on a year’s investment. The 
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vital point of comparison is liow mncfe. profit can you 
make a dollar earn selling the article. An article like 
Uneeda Biscuit turns over as many as 52 times a year. 
A dollar invested in this goods may earn the percentage 
of margin 52 times. A dealer could get rich earning a 
5% percentage of margin on an article if he sold it often 
enough times^ and on the other hand bankrupt himself 
on an article offering 100% percentage of margin if he 
rarely made a sale. 

Eesearches into turnover margins, true costs of doing 
business and general educational assistance and propa- 
ganda on these subjects are greatly needed, as the an- 
tagonism of many dealers to trademarked advertised 
goods, which have a more rapid turnover but lower per- 
centage of margin, is still widespread -and retards 
business. 

76 . The service feature in distribution cost and theory. — 
Considerable agitation over the service element in rais- 
ing the cost of living has occurred. During the war de- 
liveries and service were reduced. How far service is a 
necessary economic factor is a subject calling for more 
research. It is often said in business that what is usu- 
ally being sold is 60% merchandise and 40% service. 
How far service policies in distribution should go or what 
their future is, constitute important business as well as 
social questions. 

In the grocery trade considerable headway has been 
made by so-called ^^non-service” or self-^help stores, the 
idea being to eliminate the cost of service and thus per- 
mit lower prices. Frederick W. Nash of Kyzon Baking 
Powder, has clearly defined the situation in this regard: 

“No single feature of our established food distributing 
methods has been the object of such unfair assaults and 
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lias liad sucli littl^e fair understanding on the part of the 
general public as the service organization of the whole- 
sale and retail grocery trade. The housewife who has 
seen the cost of food advancing without understanding 
the real reasons therefor — reasons that were entirely be- 
yond the control of the food distributor — ^has joined with 
the price-cutting non-service character of food distrib- 
utor in attacking the institution of the service, quality, 
and credit grocer, who has had to meet unjust accusa- 
tions and misrepresentations. We have recently had so- 
called economy shopping by ladies in limousines, ex- 
pending several times the value of any possible savings 
thereby, in expenditures for gasoline, wear and tear on 
their machines, and sometimes a chauffeur’s time, to say 
nothing of their own, apparently blind to the fact that 
the so-called saving they were effecting was costing them 
or their husbands more than it saved. 

^We have seen communities of five hundred homes lo- 
cated at an average distance of a half mile from the 
trading center, arrange to have representatives of these 
homes travel an average distance of a mile, or 500 miles, 
per day to the store and back, taking up the time of 500 
individuals in order to perform a delivery service in the 
grocery line, which could be more efficiently and eco- 
nuomically performed by two or three grocery wagons 
and delivery boys as a part of the regular service gro- 
cer’s establishment, and we have heard attempts to jus- 
tify this comparatively tremendous loss of human effort 
because of freeing two or three grocery boys for war 
service. 

^We have seen the family grocer who had acted as the 
family friend and banker to many men whose character 
and earning capacity he knew, but who were not known 
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to bankers, apparently forced by cut-price, casli-and- 
carry competition to put Ms business on a cash-and- 
carry basis, thereby not only inconveniencing his cus- 
tomers but forcing some of them to go to loan sharks or 
pawn shops to raise the necessary cash to pay their cur- 
rent grocery bills in advance of their income receipts, at 
an interest ranging from 12 to 60% per annum, instead 
of the interest previously charged by their grocer friend 
financing these food purchases on a basis of less than 
1% per month to cover the cost of the use of the money 
as well as lost accounts as a part of his regular service. 
We have it on the authority of an investigation con- 
ducted by System magazine, that the average loss on ac- 
count of bad debts in the average service and credit gro- 
cery business amounts to just 3-10 of 1% Qf the volume 
of business done. 

^We have seen the newly married housewife out for a 
self-serve price-cutting saving in food purchases, gam- 
bling on unknown brands and inferior goods. These in- 
experienced young housewives have by the thousands 
Tallen for^ the idea of the apparently lower price of the 
non-service store, and they have often wasted more money 
in thus speculating without the expert and kindly ad- 
vice of a good family grocer than they would have paid 
for the better quality and more accommodation, as pro- 
vided by the service dealer. 

^^The lure of the cut-price has never been more effective 
than during the past year, due principally to the mis- 
taken idea that the individuals of a neighbor'hood could 
perform their own service in food supply and distribu- 
tion more economically than the cooperative service 
plan of the organized grocery situation, and that thereby 
they might not only save money themselves but release 
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labor; whereas the real saving of human service in this 
connection can and will come only by improved organi- 
zation in the grocery trade through better delivery sys- 
tems, better accounting systems, and more careful se- 
lection and study of food values by expert grocery buyers 
whose business success in any community depends upon 
the service in all these functions combined which they 
furnish. 

^^It is variously estimated that from 80 to 90% of the 
entire food and grocery business of the United States 
continues to be done by the service merchant who in- 
cludes the various accommodations, snch as delivery, 
credit, and special attention to the special needs of his 
customers, as a part of his business policy and organiza- 
tion, while on the other hand it is also conceded that the 
cash store and non-service idea in merchandising is no 
new thing. It is argued, however, by those who are pro- 
moting the cash-and-carry idea in the grocery trade, that 
the percentage of the non-service grocery business, and 
the demands therefor, is constantly increasing and that 
it will increase until it becomes, perhaps, the most im- 
portant factor and character of business in the grocery 
trade. This seems improbable. 

“The so-called economy, chain store, or non-service 
institution attempts through cut-price camouflaging on 
some trade-marked articles (it is able to buy as a whole- 
saler from the manufacturer, and retail at prices some- 
times lower than their cost to the regular retailer pur- 
chasing through his wholesaler) to create the impres- 
sion with the public that it is more economical to self- 
serve than to be served in their food supply, that the 
public cannot afford to pay for desirable service at the 
great difference in cost of foods apparently existing in 
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the prices of the so-called economy stoyes- as compared 
with the regular service grocery trade. 

*^It is a common experience that has happened in a 
thousand homes during the past year, for the thrifty 
housewife to discontinue her purchases with the service 
grocery store and undertake to supply her family by 
purchasing from these so-called economy institutions, 
only to have her discover a little later that all the sav- 
ing she has been able to make in price has been more 
than offset by the inferior quality of some articles 
which were wasted or discarded because not up to her 
usual standards. 

^^This condition illustrates fairly the policy of the 
typical cash-and-carry store merchant, who will not 
handle a standard price article because he cannot obtain 
an unfair trading privilege thereon.’’ 


CHAPTER IX 


PROGNOSTICATIONS AND TENDENCY CURVES 

. 77. PoresigM and profit. — A great deal of business suc- 
cess binges upon fore-knowledge of future events. Most 
business departments, with the exception of accounting 
departments, are engaged with to-morrow’s expectations 
and orders. Even tbe factory, except in oversold times, 
manufactures goods on expectation of orders. The most 
typical element of business success is tendency-knowl- 
edge and prognostication. J. Pierpont Morgan and 
James J. Hill typify American business superbly, and 
the marked thing about each was their correct prognos- 
tication — Morgan of the future steel needs of the coun- 
try, HiU of the future railroad needs of the Northwest 
when a wilderness. 

It must not be supposed that either of these men 
listened to a mystic oracle or gambled in any sense on 
pure diance. They were remarkable business research- 
ers, keen in their appetite for facts and amazing in their 
command of them. Both maintained what would to-day 
certainly be known as research departments. 

To-day such work of pronostication is less personal 
and private and more organized. 

The New York Telephone Company employs a special 
staff of engineers whose duty it is to study the telephone 
conditions of New York fiifty years ahead, so that in all 
its planning — ^financial, managerial, and constructive 
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work — tlie company can anticipate for ^ts* future needs 
and its future growth without lost motion, 

Eecently a million dollar firm in Chicago, manufac- 
turing petticoats, was forced into the hands of receiv- 
ers because they had ^^failed’’ to foresee that style changes 
that made petticoats unpopular and neglected to devise 
in time protective measures for their business. 

These are two opposite illustrations of the importance 
of “foresight” in business. 

The financial and general business situation of the 
country has fluctuated constantly for twenty-five yearsj 
and has always been successfully forecasted by wise 
business men who studied carefully the symptoms of 
changes in business conditions. 

Well managed firms watch for changing conditions, 
and by keeping their finger on the business pulse guard 
against overproduction when a glutted market is prob- 
able and against money stringency which might prevent 
them from taking advantage of opportunities, also 
against Changes in public sentiment and political ac- 
tivity. 

The principles of business forecasting have two 
phases: (1) general business conditions and (2) the 
individual situation of each line of business. 

78. General business forecasts. — In making a general 
forecast, factors are studied individually and in groups, 
based upon the nature of the venture, through the means 
of the latest available figures which, while varied and 
intricate, may he grouped as follows: 

1. Bank clearings in the United States and in chief 

cities. 

2. Number of business failures, also total liabilities of 

failures. 
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3. Bank statements (also loans and deposits, reserves 

and surplus reserves). 

4. Building activity (as reported from about 100 

cities). 

5. Foreign trade (import and export ^^balance of 

trade/’ being difference in volume between the 
two). 

6. Gold movements and money rates (meaning ship- 

ments of gold to or from the United States; 
monthly average price of prime commercial 
paper and ^^call loans” and average bank rate 
for Germany, England and Prance). 

7. Money in circulation (per capita). 

8. ^^Index figures” of commodity prices — ‘based on 

averaging of prices for a standard group of 
products, compared weekly by Bradstreets and 
London Economist. 

9. Gold production. When much gold is produced it 

becomes "^^cheap” and prices for standard articles 
increase; when less gold is produced prices de- 
crease. 

10. The volume of investments sold. This indicates 

activity. 

11. The average prices of stocks and bonds are also 

vital factors. 

12. Volume of new securities. These indicate amount 

of activity in? planning. 

13. Production and price of pig iron. This has for 

years served to indicate general conditions be- 
cause of the universal use of iron. 

14* Railroad earnings and idle car figures. As trans- 
portation is a universal business necessity, it 
is a natural business indicator. Oross earn- 



146 BUSINESS EESEAKOH AND STATISTICS 



ings <lo not tell everything, bnt^net earnings do. 
Idle cars expressly indicate volume of freight. 
These figures are issued every alternate week by 
American Eailway Association. 

15. New corporations. Naturally these reflect the 
business tendency toward expansion. This is one 
of the indexes for men starting in smaller busi- 
nesses to watch. 

79. Individual business financial forecasts. — It has been 
found that the most successful firms are those who watch 
the general conditions carefully and adapt the individual 
conditions of their own business to them, and who also 
anticipate as far and as much as practical the flow and 
fluctuations of their capital, their assets and obligations. 

In this sort of business forecasting it has been found 
advisable to consider the following factors: 

1. The purchase market, in which the materials or 

goods are to be bought in order to be resold. 

2. The estimated sale of each grade of goods during the 

coming year, so this may be used as a basis to es- 
timate funds needed to carry on operations. 

3. The estimated manufacturing and running expenses 

of the business. 

4. The estimated aggregate of sales and maturing of 

Accounts Eeceivable, which will indicate the ex- 
tent to which the business can anticipate receiv- 
ing payment for goods sold. • 

In the light of these factors it has been found possible 
to properly balance the funds needed with the funds re- 
ceived; always providing, of course, a sufdcient margin 
of safety to allow for discrepancies in the estimates and 
for unforeseen conditions. 

One of the great chain store organizations goes to con- 
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siderable expense ta forecast tie volume of business in 
each locality for weeks and months ahead, as approxi- 
mate guards for foreclosing and financing. It can predict 
within 10 or 20% by its researches. 

80. Eesearches into future markets. — It would be foolish 
to ignore the fact that markets change very markedly, 
almost year by year. In many cases the changes are 
fundamental and completely decisive for the industry. 
Good business demands that these tendencies be antici- 
pated if possible — ^whether they are favorable or unfa- 
vorable. It often happens that a concern develops at high 
cost in money and energy a market which reaches at last 
a fair volume. Then, resting upon its accomplishment, 
such a concern very often fails to prognosticate the com- 
ing harvest ,of results. It fails to foresee that its busi- 
ness will now double and treble within a few years. It 
is consequently brushed aside and prevented from enjoy- 
ing the leadership and preeminence it deserves by the 
action of more prepared forward looking concerns whose 
^^dope on the future’’ was better than theirs, and who are 
ready when the peak point of the business arrives. Dia- 
metrically opposite cases are often noted, too, of concerns 
whose heads are turned by a certain amount of success, 
and who then begin to dream hashish dreams of busi- 
ness affluence, and expand and inflate themselves like a 
frog. They, too, misread the future, and thus commit 
an error which is fatal, though lack of sound research. 
In either of such cases the cold facts of an investigation 
conducted as a study of future probabilities would have 
saved a great deal of money — ^thousands of times what it 
would have cost. 

A methodical survey of the consumption field, the ten- 
dencies that affect it, up or down, their relative strength 
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or weakness on a measured scale, are^all parts of tlie 
teclinique of research, available in such cases. Is the 
consumption of wood office fiirniiiire moving downward 
in an iiieviia inescaja'ble iciideiicy as a result of the 
coiupehilon cf b. x-d oLJ.'e Garniture? Is tlieie a iniui- 
iiiiiui WiilM* it V'J not likely go? Eow rapid is 

the decline, a.-I how rapid, In comparison, is the rise of 
steel fainlirrc? These are iiiieiixsely important ques- 
tions to a maker of wood office furniture who may need 
soon to decide lo change iris article from wood to steel. 
It is folly to guess, and economy to investigate. 

What is the finure of the iioii or steel stove? To what 
extent must it become still more of a rural and semi- 
urban article? Is the industry slowly going to decay? 
What counterbalances may be developed ia the future 
to check the depleting market? 

What effect will prohibition have on candy sales? 
Soda fountain sales? Soft drinks? What will be the 
public’s drink habits once prohibition settles down to 
its pace? Will it despise the near-beers or is there a big 
future for them? Or will it turn to fruit juices? 

What permanent effect will the war have upon food 
habits? Upon jewelry purchase? Upon book-buying? 
What will immensely high prices for men’s clothing to 
men’s clothing standards? Whose hands will it 
strengthen? The high grade ready made or the lower 
grade? Or the tailors-to-the-trade or the custom tailors? 

Or, to the still more subtle problems, are women going 
to be more lavish in dress, or less so, as a war result? 
Are American people going to be more or less extravagant 
and saving as a permanent result of the sobering war 
and its millions of new bond owners? 

Here are seen some of the trade problems as to the 
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future wtich are constantly subjects for business debate 
and settlement. \)ecisions must be made; events press 
for answer, and none but the researcher can offer worth- 
while answers. Field investigators, careful consumer 
tests, statistical studies, etc. are needed to throw 
profitable light upon the subjects. 

Even researches of narrow scope are bound to get 
much nearer the truth than sheer guesswork or unsup- 
ported judgment. 

81, Basic raw material prognostications.-r-Whenever a 
raw material constitutes 33J to 66|% of the whole- 
sale price of an article and whenever this raw material 
habitually fluctuates in price, it is of very real im- 
portance that basic studies be made of this raw 
material for ;narket prognostication reasons. When, in 
addition, the price of the finished product fluctuates in 
the open market in sympathy with the raw material and 
simultaneously with it, the need for such prognostication 
is doubly great. An article like lard substitutes, manu- 
factured from vegetable oils, is a case in point. It can 
be made with equal facility from any one of half a dozen 
types of oil — coconut, soya, cottonseed, peanut, etc. 
The price in the market of these oils is the determining 
factor. The lard substitute prices, in finished tins, must 
fluctuate, at least to some extent in keeping with the 
current raw material price. The margins are close, the 
cost proportion of raw material to the wholesale price 
of the finished article being about 66f%. 

The result is that such a business is only half a manu- 
facturing business — the other half is speculative by 
necessity; a speculation which must rely extensively 
upon highly capable prognostication. It must keep in 
close touch with the cocoanut plantations of the world; 
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tlie cotton crops, tlie soya and peannt plantation areas; 
the newly arising factors of supply Snd demand; the 
weather conditions affecting mch crops from time to 
time, and the distributive machinery, transportation 
facilities, purchasing competition, rates, etc. It must 
analyze and ferret out certain danger signals and watch 
them assiduously. 

Accurate forecasts in this, as in other industries with 
somewhat similar problems, may mean a saving of much 
money otherwise lost The technique of hedging, etc. 
may need to be backed by very careful study in render- 
ing intelligent buying and selling recommendations. 

Prognostication of crops is likely to l3ecome a better 
organized science as a result of the coordinating efforts 
of the war. At present considerable difiScqlty continues 
in the way of authentic data. 

82. Tendency curve charts for uncovering hidden factors 
of change. — ^Few changes are abrupt or instant. Most of 
them are gradual, but are rarely visible to casual ob- 
servers at the moment of change. This is true of much 
that occurs of business importance. Tendencies are at 
work, but are invisible because their slow gradations of 
change are not permitted to register. 

A market or a territory or a man can be showing 
signs of ‘Tall-down’^ six months or a year ahead,' if only 
the opportunity were given for the facts to demonstrate 
themselves. 

Capable statisticians have devised means of permitting 
facts to register themselves. One of the very valuable 
tools for such purposes are the electrical tabulating 
devices; and for all such concerns having a sufficient 
volume of units to make count by the punch card plan 
pebble, this method opens up many avenues of approach 
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to facts Iiiddto ^before, because countable rapidly and 
cheaply enough. .The tabulating machine makes possible 
counts of minor factors which could not be economically 
undertaken before, and provides them in time to profit 
by the readings of the facts for their future significance. 

The moving annual total chart, for expressing hidden 
tendencies, is also an interesting and valuable aid. For 
irbstance, let us suppose it is applied to the study of a 
salesman’s business record. It plots a chart line showing 
the total volume of the salesman’s business for the 
twelve months ending with each consecutive month for 
a three year period. The moving annual total operates 
like a barometer, since it always at any point represents 
a complete cycle of twelve months; a view which meas- 
ures the man from a yearly, rather than a monthly 
performance. The fluctuation is not so incidental, 
therefore, as the plain monthly or cumulative curve, and 
a gradual decline in performance of a salesman will 
register perfectly in this manner, whereas it might fail 
'^o evidence the tendency otherwise. 

This moving annual total may, of course, be applied 
to any type of data or statistics, and is invaluable for 
any form of data, in studying its future course. 

A further use of the chart in prognostication is to 
project a theoretical curve from the curves already 
recorded to some future time period. Correct measure- 
ment of the angle or^tilt, downward or upward, will re- 
sult in a curve of great significance for future guidance. 
Even when records for only a few years are available, a 
projection of value, even if lesser probability, can be made. 
This method is simply a methodical manner of guessing or 
prognosticating a means of supplanting intuitive guess- 
work with logic. 



CHAPTER X 


MEASURING INTANGIBLE FACTORS OF BUSINESS 

83. Invisible but real elements of business. — Only a tyro 
in business will claim that business is constituted of 
concrete, all-knowable and tangible values only. All 
business men wbo can think know that if this were the 
truth, business would long ago have become mechanical 
and automatic, which it now certainly is not. 

The conduct of any business is filled with not only 
the unexpected, but also with unknown and- invisible but 
very active factors which make for success or failure. 
It is the business of research to attempt to measure, 
estimate and study all of these intangible factors as 
best it can and thus to reduce inaccuracy and misjudg- 
ment to a minimum. 

It should be understood, first of all, that as a principle 
there is nothing which is absolutely unmeasurable. There 
is infinity, immeasurable only because man’s means of 
measurement are not on a grand enough scale, but 
whatever is, is measurable in some manner. The meas- 
urement of the parallax of an unthinkably distant sun, 
or even a measurement of the density of the Milky Way 
are not outside of the power of automatic science. Nor 
are such supremely delicate matters as the degree of 
sanity of a human being or the amount of goodwill 
enjoyed by a business house with its trade. 

Although always the human element is the most 
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intangible of all v^alues, this chapter wiU not deal with it, 
as it merits another separate chapter or two (chapters 
six and xx). The matters which will be dealt with 
here are those of intangible elements peculiar to business, 
which are regarded habitually as vague, imcertain and 
defying measurement. Modern developments in business 
research have made long steps toward scientific accuracy 
in* analyzing the intangible, and thus in reducing busi- 
ness wastage. 

84. Studying the degree of risk. — ^Properly understood, 
all business is primarily an assumption of risk with the 
expectation of profiting through the use of enterprise 
and sound judgment in measuring such risk. The in- 
ventors, owners, or stockholders who take $500,000 of 
money, build' a plant with special machinery, hire labor, 
executives and salesmen to manufacture and sell a new 
breakfast food in which they believe, are xmdertaking a 
risk, which in practice, they are actually endeavoring 
to measure. They believe that by risking $500,000 of 
capital they will gain 10% or greater return upon that 
capital. They may even measure more optimistically, 
for the breakfast food field has witnessed some remark- 
able successes. 

If instead of using, for their process of measurements, 
merely faith, belief, shrewd (or naive) weighing of 
values in the light of their experience (or lack of experi- 
ence), they were very ably advised and employed the 
tools of business research to measure this risk, these 
men might not make of their venture such a decided 
‘^gamble.” In no field of business has the gambling 
element been so prominent as in just this field of break- 
fast food selling. In consequence there are in the busi- 
ness graveyard at least twenty-five times as many 
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breakfast foods as are now in existence It is well known 
that a number of breakfast food enterprises were actu- 
ally gambling ventures by grain speculators. 

Tlie elements of risk in any business enterprise are 
quickly determined by a competent business research 
man, and then the process of measurement can begin. In 
the breakfast food field, for instance, the elements of risk, 
roughly outlined are: .. 

1. The psychological reaction of the public taste to the 
article; 

3. The hold of the breakfast foods already in the 
market upon the public taste; 

3. The distributive situation. Jobber and dealer states 

of mind, price and margin considerations; 

4. The advertising appeal possible to naake; 

5. The availability of capital, and executives, and the 

shaping of sound strategic policies. 

There is no reason why everyone of these factors may 
not be subjected to a very specific measurement — even 
to a statistical ratio. Eisk element No. 1 (as enumer- 
ated above) is a matter of try-out with a representative 
group of consumers, say 1,000, selected with standard 
statistical care to procure a reliable average for the 
entire country. By being watchful of the technique of 
such an inquiry (as outlined in chapter xvi) it will be 
possible to secure a high correlation to the actual result 
when the article is put upon the market. 

Eisk element No. 2 is a matter presenting even less 
difficulty, as a means of measurement may readily be 
developed to secure a very close approximation to 100% 
accuracy, also through the use of consumer investi- 
gation. 

No. 3 is a more difficult and intricate matter requiring 
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a series of tests, mtli the results coordinated into a final 
composite result > 

No. 4 is also a matter of delicacy, but is much sup^ 
ported by the findings in No. 1, and the result when 
examined by tests similar to what one able advertising 
man has already designated as the ^^twelve tests’^ of 
advertising efficiency, may make an important element 
imthe final determination of the risk ratio. 

No. 5 is perhaps the* most difficult when viewed as a 
whole, but as in all problems af analysis, becomes much 
less formidable when separated into subdivisions in an 
orderly manner, each given its arithmetical degree of im- 
portance. The ratio of available capital to ideal esti- 
mated capital requirements is quickly ascertained; the 
ability of executives is measurable on a percentage basis, 
as outlined in chapter xx, while some substantial degree 
of accuracy in percentage rating of policies and plans as 
compared with ideal is not an illogical or an inaccurate 
expectation. It is merely a plan to judge with figure 
rather than generality or feeling; to be systematic about 
risk assumption, and to use a disciplined instead of an 
undisciplined business imagination. 

The final result when merged into an index figure, — 
^%eighted’^ if necessary, with other factors, — representing 
ratio of risk, may to some appear a novel or futile compil- 
ation, whereas in reality it is a result necessarily more 
accurate in expressing a general judgment as to chance 
of success or failure than the usual language employed. 

85. Eisk ratios in investment. — ^Eisk is always a matter 
of degree, therefore it not only can but should be 
measured. Eisks from an investment point of view are 
particularly valuable to study, as the ratio or risk 
differs not only as between individual projects, but also 
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as between different lines of business.^ One of the com- 
monest methods of floating well-nigK' worthless, high- 
risk securities is the endeavor to have them classed as 
to risk with some other concern or line of business which 
has made money and is therefore a good risk. This con- 
fusion and juggling with the degree of risk involved is 
an enormous drain upon capital, especially in America 
where the public is careless in calculating the risk 
factor. The study of the general degree of risk in an 
industry at large would be immensely helpful, and some- 
day there will undoubtedly be fairly accurate compara- 
tive data on the degree of risk involved in any line of 
business. Already some such figures are in existence. At 
present also some such use is roughly made of the statis- 
tics furnished by credit agencies showing' numbers of 
failures of lines of trada The fatal defect in this data 
is first of all that the reported failures cannot include 
the numbers who are near-failures (insolvent, but not 
dissolved) or the number of failures saved from open 
acknowledgment as such and sold or reorganized. Second, 
the classifications used are too general and broad. 

86. measuring goodwill. — ^Here is a research task not 
only definitely possible but of a high degree of practical 
and immediate importance. Goodwill is an evanescent 
quality, ever changing, and each change is highly signifi- 
cant of the general management of the business. In 
fact nothing in business could be more significant, not 
even the record of sales, which is usually regarded as 
the most practical measure of the situation. Figures 
as to sales increase or decrease represent the actual 
arrival and presence of the good or ill portent. It is 
the immediate sunshine or the rain on the window. But 
a measurement of the status of goodwill represents the 
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barometer ■wiTich. senses and records the invisible atmo- 
spheric conditions "which precede rain or sunshine. No 
ship’s pilot considers himself practically equipped with- 
out a barometer; nor should any business house fail to 
make an audit or an -inventory, so to speak, of its good- 
will. A typical situation was uncovered by research by 
the writer. A famous company, almost a century old 
and known throughout the world, had begun to feel in 
various more or less -intuitional ways, a change in its 
status. Its long-time president, habitually in-looking, 
plumed himsdf upon the company’s great past, and 
drugged himself with the idea of success because the 
sales were each year showing some growth. He was 
finally induced to have an investigation made of the 
company’s ’goodwill status in all its territories, and 
separately with architects, mill jobbers, three types of 
dealers, and with the public. Being made by other than 
the company’s representatives, the real facts were ascer- 
tained — ^facts which because of general respect for the 
company’s age and position, had not been made clear to 
any of the company’s representatives, who were aU sales- 
men, and true to their type, were peculiarly poor 
investigators. 

The facts, finally assembled, shocked the old organiza- 
tion to its depths, resulted in almost a complete change 
of executives and policy. In cities close by the factory, 
where sales were sflpposed to be normal, there was dis- 
closed widespread indifference to and neglect of the 
company’s standing and logical claim of goodwill and 
service. The so-called normal sales were proved to be 
entirely abnormally low. The old and respected name 
of the company was being dragged into dust, and while 
commanding, out of habit a certain degree of respect 
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among the older factors in the trade^ was in practice 
and in sales effort by the younger el4ment, becoming 
more and more ignored in favor of competitors, who, 
though having no aged goodwill reservoir to draw upon, 
were making new goodwill every day. 

The goodwill ranking and percentage ratio of this 
firm, when finally measured and charted, was a document 
of exceeding importance. A policy is now in force to 
make annual surveys of goodwill standing. The by- 
products of such measurement investigations are worth 
the cost in themselves, as they always develop new angles 
of value for all departments, from manufacturing to 
sales. In fact, the details of this measurement survey 
call for a percentage measurement of the company’s 
standing as compared with other companies of such 
variety of factors as: 

1. General all around ranking; 

2. Bank as to best article; 

3. Bank as livest advertising; 

4. Eank as to service and adjustment policy; 

5. Eank as to best sales organization; 

6. Eank as to collection policy; 

7. Eank as to best selling help provided; 

8. Eank as to promptness in correspondence and 

attention. 

These separately measured items stimulate the depart- 
ments in question, and are also valuable for comparative 
year-to-year study and charting. 

87. Goodwill valuation for legal purposes. — ^Perhaps the 
most striking value of such goodwill measurement is 
evidenced in matters of trade mark litigation or in 
general valuation. To base claims for the value of trade 
mark solely upon the amount of money spent in adver- 
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tising is extremely crude and inaccurate. The advertis- 
ing may have b^en very poor or exceptionally good — ^in 
either case the mere advertising expenditure would be 
an entirely erroneous measure; while it is also the nature 
of goodwill to flit away no matter how much money is 
spent on advertising, if the article, the service and the 
policies are wrong. Goodwill, as the English jurist, 
Lord Eldon, once authoritatively defined it, is ^^a prob- 
ability that the old customers will resort to the old 
place.’^ It must always remain a probability — a volatile 
quality and essence, which must be remeasured con- 
stantly to speak of it accurately. A company’s goodwill 
may be worth much this year, and little or nothing next 
year, according to a compound of qualities measured by 
the effect they have left on customers. Age and adver- 
tising develop a greater resilience and staying power, 
and must of course be reckoned in a measurement. They 
do reckon themselves into any field test measurement of 
goodwill. It is significant to note that expert testimony 
in the appraisal and measurement of goodwill has been 
given before courts. The writer has several times served 
in that capacity. 

In view of the fact that much controversy exists over 
the proper valuation or capitalization of goodwill, the 
research made of measurement is bound to be given 
increasing attention.^ 

88. Tests of consinfier response. — It should be obvious to 
anyone that there is a decided lack of caution and logic 
in the usual advertising procedure of expending 
hundreds of thousands of dollars upon word and picture 
appeals which it is only shrewdly guessed will bring 

^The Archives of Psychology contain an interesting monograpb on 

Psychological Study of Trade Mark Infringements.” By Richard 
H. Paynter. 
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the response desired. It is an unnecessary risk to 
assume, since modem research method ^akes it entirely 
practical to determine in advance the average reaction 
to any advertisement or series of advertisements. Not 
only may loss he avoided hy eliminating advertisements 
with weak pulling power, but the relative efficiency of 
alternate proposed series of advertisements may be de- 
termined within 70 to 80% of accuracy as compared with 
the test of actual results. Especially is this method of 
testing consumer response important to those of adver- 
tisers who sell through distributors and who can there- 
fore never know, except in a general way, the relative 
value of individual ads or series, since there is no true 
way of checking the results. 

Skepticism of its value has kept many from applying 
this method; such skepticism being due mainly to lack 
of information as to the reliable technique and research 
principles which may be employed to secure a depend- 
able result It is supposed that, as the public responses 
to advertisements are mainly unconscious — ^many people 
often denying that they have been influenced at all wheh 
the facts prove they have — ^therefore, it is believed that 
to ask questions of the public will result in self-conscious, 
inaccurate answers. But trained researchers do not 
apply so naive a method in making so all-important a 
test. They aim to elicit the unconscious answer, and 
give the greatest possible care to ‘the presentation of 
their questions, and never attempt so naive a direct 
question as to whether it is a good advertisement. 

What the careful researchers seek is a true response 
to the purchasing appeal in the advertisements, and to 
carefully note the character, strength and comparative 
effects of the responses. When this result is obtained 
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from a sufficient number of representative units, the 
results will havt^ high co-efficiency of correlation with 
later actual results. 

The next and most frequent objection raised is that 
not a sufficient number of units can be called upon to 
make the results representative. In this again there is 
failure to understand modern research mathematics. 
Elven as small a number of units as 25, properly controlled 
and selectedj^ would correlate very closely with results 
from many thousands of people. Tests upon 1,000 read- 
ers, selected as to character, location, age, sex and gen- 
eral conditions to accord with an analysis of the audience 
for which the ad is intended, could hardly fail of a corre- 
lation of less than 60% to actual results and would 
easily approach 80% if well handled. Roughly speaking 
the judgment possible to use in any other way as to the 
effectiveness of advertising does not reach 60% — ^it would 
average 50% or less. 

Whether for magazine, newspaper trade, or technical 
paper, billboard, street car, painted or electric sign, a 
nice adaptation of the test to the conditions found can 
produce, and has produced for those who have tried it, 
a most profitable method of elimination of guesswork. 
In mail order selling and advertising the preliminary 
test is a standard procedure; an executive who didn’t 
use it before sending out circular matter costing but a 
fraction of the sumsmow spent on pure judgment by the 
general advertisers, would not retain his position. The 
consumer response test is one that is in every way 
feasible for the general advertiser, and Dr. H. L. Hol- 
lingsworth of Columbia University has thoroughly at- 
tested the possibilities of the method from the scientific 
standpoint. 



162 BUSINESS EESEAECH AND STATISTICS 


89. Sales resistance measurement . — The exact degree of 
resistance whicli any selling propositifin must meet in 
tile sales field is of great importance. Withont this 
knowledge salesmanagers are often misjudged — too much 
or too little credit being given them — and the selection 
of the right men and methods is hampered. 

In any selling proposition there is a definite volume of 
degree of resistance, arising from various factors peculiar 
to the goods and the field. This resistance is of different 
kinds and varies in different territories, but has an 
average for the entire country or sales territory. 

A research to measure this sales resistance will de- 
termine this general ratio, but most important is the 
careful analysis of the various kinds of sales resistance 
and their relative importance and strength, -in each unit 
of territory. It clarifies as nothing else could do the con- 
ception of the work, and puts the various sales diffi- 
culties in their right perspective. 

A sales resistance analysis means field investigation, 
statistical research, conferences with and examinations 
of salesmen, collaboration with salesmanagers and higher 
executives, and a final tabulation of all factors into a 
statistical result. 

Such measurement has its highly practical value in 
its utilization in territorial quota making. 

90. Other factors measurable. — ^Business does not lack 
in intangible factors. Only the most prominent general 
factors can here be treated. The measurement of 
esprit de corps in an organization is fully practicable, as 
also is the degree of distributive coordinutiofi among the 
various factors employed in distribution. 

Among the other factors which even though they are 
intangible permit of measurement, are: 
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1. Executive efficiency; 

2. Competition^; 

3. Demand; 

4. Sales efficiency; 

5. Quality and service factors. 



CHAPTER XI 


SURVEYS AND REPORTS BY SPECIALISTS 

91. The modem staff conception of business organization. 
— It is necessary, in order to properly understand tte 
subject of surveys and reports by specialists to grasp the 
notion of organization and function under wMch highly 
developed business of to-day operates. The business 
plan or mode of operation is to separate the executive 
function from the planning function — ^principally for the 
reason that the business of developing and formulating 
the correct knowledge is a specialized kind of ability 
and which rarely combines itself with the similarly 
specialized ability to formulate policies from informa- 
tion and execute them. Army organization has similarly 
learned the lesson and utilizes the line and staff idea. 
The Carnegie conception of business organization was 
a pioneer for the modern business organization idea and 
quickly demonstrated its great superiority over the older 
idea. 

In this modem line and staff conception of business, 
the specialist comes into his own. So does the executive. 
Xo longer need the president of ^a large corporation 
before entering it, necessarily be a man who even knows 
well his own line of business. In fact, many striking 
successes have been turned from failures by the placing 
in supreme executive control men who knew nothing of 
the individual industry, but who were able executives. 
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And what maies an ^^able executive?^’ The ability to 
secure, coordinate* and translate into action the special- 
ized ability which the task requires. If he has a well 
balanced judgment, is an able analyst, a good selector 
of men and a judge of their ability, and knows how to 
organize for action, he has most of the qualities which 
will bring a business to success. 

Such executives are not in the slightest degree ashamed 
to acknowledge their inter-dependency upon staiT men 
and specialists, whether permanently or temporarily in 
the employ of the company. They have not the slightest 
desire themselves to qualify as specialists; and on the 
contrary they are immensely grateful that they can 
find men who have specialized upon their problems, and 
regard it as -a blessing rather than otherwise that it is 
possible to hire professionally the specialized brains of 
many men. They regard competent counsel as the cheap- 
est commodity they can buy. 

The medical field is an excellent example of the 
splendid fruits of specialization. Instead of the old 
general practitioner who tinkered with your body until 
serious damage was done, because, in spite of seven or 
eight years of study he naturally could not master the 
details of all branches of medical knowledge, we now 
have the specialists. There is a doctor who does nothing 
but remove tonsils and has his fore-finger insured and 
keeps it protected in u case; the surgeon who specializes 
on maternity cases; and there is the dentist who does 
nothing but extract teeth. The gain is in the fact that 
one man, with swift and sure strokes, without bungling 
or uncertainty, does what otherwise might be imperfect- 
ly, lengthily and unsatisfactorily accomplished, if at all. 
Constantly in medicine, as well as in the other sciences,. 
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a STibdividiBg process, resulting in more and more 
specialists, is going on. By this procps progress is en- 
hanced and time annihilated. 

In business the specialist is about to come into his 
own. It took many years to make business men see the 
value of technical and chemical research and specialized 
counsel; but so much profit has resulted from it that 
the same principles are being applied to general admin- 
istration. Operating a business is now to a certain 
degree a matter of digesting the reports of specialists 
and staff men, for from the time that the modern industry 
is born, to its sale or destruction, reports of specialists 
are relied upon. Capital refuses to stir unless engineers 
and specialists reports have approved the proposed en- 
terprise and reported in detail upon it Factory, office 
and sales developments are made upon specialists^ recom- 
mendations, and finally many enterprises are closed 
down, sold out or readjusted by reason of recommenda- 
tions of specialists. 

The modern executive cannot function without facts 
and expert opinions; and, while research departments 
are looked to for facts, specialists are looked to for 
opinions. 

92. Types and kinds of specialists available. — To be able 
to ^'send for the man who knows’^ at the time he needs 
him is only a part of the executive’s function. The ex- 
ecutive may know little or nothing about technique, but 
he must know what kind and character of technical coun- 
sel to get, and he must also know when he gets the right 
advice. 

The following are some of the types of specialized 
services available to-day by business men, starting from 
the type of counsel required at the start of an enterprize, 
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through, all developments and broad departments of 
activity : • 

1. Market analysts; 

2. Corporation and legal counsel; 

3. Business finance counsel; 

4. Business organization counsel; 

5. Office equipment counsel; 

.6. Factory planning counsel; 

7. Factory production counsel; 

8. Time study experts and standardizers ; 

9. Power counsel; 

10. Mechanical engineering counsel; 

11. Chemical counsel; 

12. Labor management counsel; 

13. Welfare and betterment counsel; 

14. Sales counsel; 

15. Advertising counsel; 

16. Export counsel; 

17. Research counsel; 

18. System counsel; 

19. Personnel counsellor; 

20. Cost accounting counsel; 

21. Auditing and general accounting counsel; 

22. Trademark counsel; 

23. General management counsel. 

There are subdivisions even of these classifications. 
There are counsellors' on salesmen’s compensation alone, 
or on speed alone, or on profitsharing alone. 

93. Difficulties and dangers in using special counsel.— 
Slow progress in the use of counsellors in general busi- 
ness has been made principally because many more 
claimants of specialized knowledge have trumpeted their 
services than have actually possessed ability and experi- 
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ence of value. Competent counsellors are really few in 
number and not very easy to obtain. ^ 

On the otli^r band some of tbe most competent special- 
ists have not bad anything like tbe ability to ^^selF’ tbeir 
services wbicb less valuable counsellors have possessed 
and used. Tbe result bas been that a certain number of 
mountebanks and pretenders have spread an impression 
among tbe more skeptical and inexperienced users ^of 
counsel that most specialists ape ^Takers.’^ This is a 
foolish and costly obsession, and of course untrue. 

Tbe real difficulties are plain human ones, tbe kind 
upon which tbe good executive specializes. He must pick 
his specialists vdtb tbe same care that be picks all im- 
portant employees, and make allowances for human na- 
ture as in dealing with every class of people. 

A specialist often possesses both tbe vices and the 
virtues of bis specialization. He may or may not be a 
diplomat, and thus may not mix well with tbe regular 
organization; be may or may not have personal idiosyn- 
crasies, temper, vanity, obstinacy, etc., which must be 
discounted. He may tend to over-stress certain phases 
of his work, having abnormally fixed ideas regarding 
them as a result of long concentration upon bis work. 

In other words it is an executive mistake to regard 
any specialist as an Angel Oabriel carrying the fiaming 
sword of absolute final truth. His work, too, must be 
weighed, checked and perhaps revised. 

Many specialists have tbe vice of meticulousness and 
rigidity of ideas. They automatically take an absolute 
stand and refuse to be moved by plain facts; placing 
their reliance upon fixed theories which are to them 
sacred and unassailable. 

Worst of all is the vice of not sticking to their legiti- 
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mate lasts^ tlieir correct sphere of knowledge. A cost 
accountant will giibly venture to counsel on almost any 
administration problem; a factory efficiency engineer 
will venture counsel on sales; finance counsel on adver- 
tising, etc. Few specialists have the courage rigidly to 
mark off a sphere and stick to it. Possibilities of fees, 
vanity of opinion, and undervaluation of the technique of 
other branches of knowledge are the explanations. 

The reports of specialists are also sources of difficulty. 
They are ofttimes vague and negative and diffuse. Some- 
times they are almost hopelessly theoretical. The diffi- 
culties of dealing with specialists are real, and maximum 
value from them may only be had by working with them 
to a considerable degree. 

94. Specialists in relation to regular organization.— 
Most failures of efficiency engineering work and the work 
of other specialists arise from a failure to coordinate 
with the regular organization. Human nature being 
what it is, few regular executives relish the introduction 
into an organization of a man of greater ability who is 
to tell them what to do or what not to do. Average 
minor executives have not yet achieved the line and staff 
point of view. They resent the specialist, very especi- 
ally when imposed upon their departments from above. 
This mistake is disruptive and should be assiduously 
avoided. A specialist should be educated into the organi- 
zation — i. e., he should be planned for and the responsi- 
bility and desire for him should be developed within the 
department. The idea that a specialist is a little tin 
god who will go about finding things wrong is a very 
antiquated one. It arouses ire at what seems like snoop- 
ing and fault-finding, whereas a real specialist’s mission 
is far more constructive. 
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A department bead requires to be taught that he is 
hiring brains merely to supplement his own in the same 
manner as the head of the company. Also, he should be 
shown that under proper cooperative auspices, the speci- 
alist’s work is in reality the work of the department 
head, for the specialist is merely his employee. The 
credit and the value belong to the department head, and 
instead therefore of being antagonistic he should ,be 
keenest of all to secure special counsel. 

It is very typical of some firm’s use of specialists that 
they put into operation some of the recommendations 
made, and after a short while ^^throw them out.^’ This 
is often done with some grim satisfaction and disdain 
by minor executives, with a feeling of having proved 
the specialist to be wrong-headed and theoretical. This 
is merely costly self-spite, and as a rule is without any 
justification except a subconscious antagonism to the 
specialist. Specialists cost money, and it is suspi- 
ciously like paying a medical specialist one hundred 
dollars for a consultation and for advice as to what 
diet to follow, and then disdainfully refusing to fol- 
low it. 

The organization which is not sold on the specialist’s 
work will always sooner or later manage to overthrow 
his work, especially if it can be found to have ever so 
slight a flaw. No plans work automatically, and all 
require the goodwill and discipine of executives to carry 
them out successfully. 

95. General surveys and reports. — One type of survey 
and report especially deserves increased use — ^the broad 
survey of departments or general management by 
competent counsellors. This amounts to appraisal and 
audit of the entire organization, and serves executives in 
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giving them a point of view and perspective about their 
business not possible otherwise. 

The types of general surveys and reports possible and 
desirable to secure are: 

1. A survey of general outlook and future; 

2. A survey of general management policies; 

3. A survey of sales organization and marketing 

method ; 

4. A survey and analysis of executive personnel; 

5. A survey of administrative and office efficiency. 
Invariably these pay for themselves. The writer has 

seen a good counsellor render splendid value to a client 
in a six day survey, even after other engineers and 
specialists had done likewise before him, and the organi- 
zation was reputed for efficiency. Such surveys should 
be made yearly, not by one specialist, but by several. 

The truth is that a competent specialist becomes 
trained and highly sensitive to conditions, and can with 
a facility and speed that seem remarkable to men inside 
the organization, place his finger upon weak spots 
never uncovered before. 



CHAPTER XII 


THE TECHNIQUE OF FIELD INVESTIGATIONS 

96. Types and kinds of field investigations. — ^A field in- 
vestigation refers to any survey or report of conditions 
as they exist in a broadcast way. A field investigation 
may refer to a study of conditions in a company's own 
sales organization; it may refer to distribution condi- 
tions generally; it may refer to consumer conditions, or 
it may be a study of the methods of competitors in any 
or all branches of the business, or it may .refer to the 
outlook for an entirely new article or business, or a 
survey of business conditions in general. 

Whatever the object of a field investigation, there are 
certain standard methods of approach available. These 
may be broadly grouped as follows: 

1. Securing answers to questionnaires sent by 
mail; 

3. Telegraphic inquiries; 

3. Answers to questionnaires secured by local resident 

investigators by personal call; 

4. Traveling by one man, or a group of men who make 

the investigations personally^ 

5. Use of salesmen or employees or representatives. 

Such investigative methods all have their value under 

certain specific conditions and experience and judgment 
will indicate which method to apply to any individual 
case. 
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97, ftuestioEnaires sent by mail. — Only in a few cases are 
mail questionnaires advisable, as they do not provide ade- 
quate or reliable data. Questionnaires to be worth any- 
thing must ask questions of importance, and many recipi- 
ents of questionnaries by mail are known from experience 
to give but slight consideration to the questions, even when 
they undertake to answer the questions at all. The typi- 
cal answers to important questions in a mail question- 
naire, are ^^sometimes,’’ ^^once in a while, ^"^don’t know,^^ 
^^don’t understand,’^ etc. Often the answers are illegible, 
and in many other cases the questions have been entirely 
misunderstood. This latter consideration is particularly 
serious, as many times the failure to have understood 
the question properly is not apparent in the answer, 
with the result that the investigation is seriously in 
error. If a question blank is only partially answered, 
its value as a statistical unit in tabulating results is 
almost destroyed. 

Approximately 8% of retailers will adequately answer 
mail questions (although this differs with various lines 
of trade, the hardware trade being the most responsive). 
On this basis the mailing of 100 blanks means an ex- 
penditure of approximately fl5 inclusive of return 
postage and clerical work and supervision ; whereas only 
about eight replies are secured at a cost of nearly |2 
each. This is higher than the cost of a report guaranteed 
to be accurate which can be secured through a resident 
investigator’s personal call, while of course it is not 
nearly so reliable, since an investigator can make certain 
of the proper understanding of the questionnaire (or 
^^schedule” as professional statisticians call it). 

Many investigations are made upon units which can- 
not read English, or at least imperfectly. Other investi- 
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gations require a check up of the class and character of 
the unit being investigated; and obviously an investiga- 
tive unit cannot appraise himself -with reliability. Often 
the questionnaire falls into the hands of clerks or sub- 
ordinates who do not know the information asked for 
and render their own inadequate guesses. Furthermore, 
the patience of someone receiving a questionnaire becomes 
exhausted before the end of the question is reached. In 
other cases, an unconscious rather than a conscious 
judgment is required and this is best secured by a per- 
sonal interrogator who will take careful note of the 
^^reaction.^^ 

In a great many respects then, the mail questionnaire 
is not a success. There is something to be said for it 
under special circumstances, but generally speaking it 
is unsafe, and^ high grade statistical organizations do 
not use it except in rare instances. 

Telegraphic inquiries of course fall in the same 
category except that there is greater speediness, and 
also great fore-shortening of the words in the inquiry, 
resulting naturally in an even greater possibility of 
error. 

98, Questionnaires handled by resident investigators. — 
This method is the most satisfactory, as it controls the 
unit of investigation carefully and provides a closer 
average of results. Field investigation averages are 
accurate only when they are representative, and when 
the units are under control. The relative accuracy of a 
personal call questionnaire and a mail questionnaire are 
shown by experience to vary about 15 or 20% in favor of 
the personal call method of field investigation. 

There is also a far wider ^flexibility of service possible 
when personal call investigations are made, as mail 
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questionnaires are strictly limited to very simple and few 
questions. A personal call investigation may go into 
details, subtleties and lengths almost without end. It 
can include a size up of the unit from an independent 
point of view ; a check-up of the answers given by means 
of a standard prearranged formula, to avoid cases of 
false answers. The investigator can explain the subtle or 
difficult questions; he can answer suspicious queries 
regarding the purpose of the investigation; urge re- 
luctant ones to make answers; assist in arriving at the 
basis for an answer, and conduct delicate inquiries with 
tact and persistence. 

From a business point of view the advantages of using 
a staff of local resident investigators is also considerable, 
since they are controllable and teachable units who can 
perform an investigative piece of work with skill and 
completeness when properly drilled, and thus produce 
results which will have the highest significance and 
accuracy. In addition, there is real financial economy 
from two distinct points of view: first from the point of 
view of total cost, because of the fixed cost per unit; 
and second in view of the cost in relation to accuracy. 
To obtain a specific degree of accuracy, it is necessary 
only to make an investigation of 500 personally called 
upon units, let us say, whereas by any other less con- 
trolled means it would be necessary to get answers from 
750 to 1,000 units. The reliability or results is in ratio 
to the strictness of selection and control; therefore, 100 
personally investigated units will produce as trust- 
worthy results as 200 secured by any other means. 

A national organization of such resident investigators 
in about 200 cities and towns is now commercially 
available. 
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99. Securing figures and percentages in field investiga* 
tions. — ^Elnowing tlie loose habits of mind of most people 
and their inaccuracy of observation or memory, the prob- 
lem of securing reliable figure facts in a field investiga- 
tion becomes a real one. An active array of obstacles 
present themselves : 

1. The possibility of a desire to deceive; 

2. The danger of inaccurate statement; 

3. The incapacity even to estinmte; 

4. The unwillingness to be specific. 

The desire to deceive is often present when figures are 
desired which may involve prestige or success. In se- 
curing figures as to the total volume of business, for 
instance, it is advisable to apply a method of checking. 
In an investigation of the volume of business among 
shoe dealers in New York City, the number of clerks in 
the store was also secured, as experience had demon- 
strated that a volume of about |10,000 per year per clerk 
could be roughly assumed, and any gross misstatement 
was thus made to stand out if the number of clerks did 
not tally. The checking question can be made of a 
character as not to disclose its purpose, and then it serves 
as a check also upon the accuracy and fidelity of the 
investigator. 

The inaccuracy which is unintentional is the hardest 
to guard against, and is most constantly arising in seek- 
ing information from units in the ^ field. Whether re- 
tailer, consumer or jobber or business house, the habits 
of mind of the average individual approached are not 
analytical or concretely observative; yet the investigator 
must secure some measurement of the matters being 
studied. Oeneral statements cannot be tabulated, aver- 
aged or compared ; the need is for statistics rather than 
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general statements. It appears to 'be a defect in a great 
many people not to think in accurate, measurable terms, 
or to be able to talk in figures. Ask the average dealer 
even such a simple question as to the approximate per- 
centage of his customers who are men and women, and 
he balks, more than likely. It is necessary then for the 
trained investigator to work with the man and lead him 
to his final answer in percentage by a series of prelimi- 
nary questions, such as, ^^are there more women than 
men?” Securing a definite answer to this question he 
can proceed to fractions, asking whether the women 
number two-thirds. If he answers too readily further 
inquiry should be made, as he may merely be ridding 
himself of the questions by too rough guesswork. 

Once a question has been answered successfully by 
the percentage figure, other questions can be answered 
readily by the same method; and it is extremely im- 
portant that all matters measureable should be put in 
question form calling for percentage answers. 

Stubborn cases must be handled even more in detail 
and with patience (if the unit is important to count in 
the investigation). 

A method which has been demonstrated as efficient in 
awakening the investigative unit out of his sluggishness 
as to figures is to ^^try on’^ a hypothetical figure. If a 
man persists that he does not know how much business 
he does in one department or division ; or if a consumer 
simply ^^can’t tell” approximately how much he spends 
on phonograph records each year, then by saying ^^do 
you spend |100 a year?” a challenge is thrown out which 
usually brings an almost automatic response. ^^Oh, no,” 
may be the reply; and then suggestive amounts can be 
stated until some close approximation is reached. This 
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method works equally well in all classes of field investi- 
gative work, even in cases of close-mouthed unwilling- 
ness to give figures. 

100. Securing an unconscious reaction. — There are many 
who discount the results of field investigation, especially 
the questionnaire type of investigation, because they claim 
that the answers secured are too often self-conscious 
answers. Eor instance, if an investigator was calling 
upon women in their homes to tabulate the magazines 
subscribed for by that family it is claimed that a direct 
question tempts the woman to mention magazines whose 
reading implies prestige, let us say Atlantic Monthly^ 
Harpers^ etc., and that she would be tempted to deny 
that she read the Parisienne or the Red Booh or Cosmos 
poHtan, Even if she gave correctly the names of the 
magazines subscribed for, she would, it is feared, give 
false answers as indicated above, when asked which she 
was most fond of reading. She prefers her neighbors — 
perhaps even herself — ^to think that she dotes on the 
Atlantic rather than the Red Booh, 

The same is true in any effort to get a consumer to in- 
dicate, first, whether he is influenced by advertising in 
any purchase, or second, which form of advertising media 
influences him most. Most people plume themselves on 
forming judgments independent of advertising. 

Undoubtedly, thus stating their case, these critics are 
right. But it is entirely naive investigative work to ask 
questions so directly on matters which require an answer 
from the unconscious. 

The conscious self is a censor, and it ^^edits’’ real 
thoughts, both for its own and other people’s ddusion. 
Therefore, the planner of a good investigation would no 
more go to the conscious self on such matters than he 
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■would go to a political candidate for a true forecast of a 
vote. Investigations requiring a study of unconscious 
reaction must have most carefuUy framed questions, and 
a strategic plan behind the entire presentation. This 
form of question and strategic plan must never make 
the investigated unit aware that in answer to the ques- 
tion or plan there will appear an answer to the real ques- 
tion. For instance, in securing a judgment by consumers 
as to the effectiveness of a certain series of advertise- 
ments, prior to inserti&g these ads, consumers were given 
a sheet showing the ads and asked to teU whether they 
believed the article was worth while buying. When the 
answer was given, they were asked why, and the adver- 
tisement containing the argument mentioned was rated 
the highest effectiveness in the group. The law of aver- 
ages took care of the other factors involved in the test, 
and the results tallied most closely with the tests made. 
The normal reaction was obtained in such a questioning — 
i.’ e., a subconscious reaction. 

In many investigations this factor of the subconscious 
reaction comes to the front in planning the phraseology 
of the questions and the method of investigation, and 
the Intricacy of the subject and its vital bearing on de- 
pendable results make the work of field investigation 
more and more a matter of technique and psychology. 
The laboratory methods of a psychological test must more 
and more be applied to investigation, and can fully dem- 
onstrate its economy in the reduced number of units 
necessary to investigate in order to achieve a co-effi- 
ciency of cofirdination. A considerable area of business 
is yet strongly affected by the subconscious, especially 
in sales, advertising and labor relationships, and needs, 
therefore, to be more closely analyzed. 
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101« Keld surveys for data and statistics.— So great and 
widespread an expanse of territory is tlie United States 
that for intelligent knowledge of the field, a consider- 
able amount of data is important to have. A paint man- 
ufacturer who put out his spring sales campaign at the 
same time throughout the country and could not get 
uniform attention and results, was faced with the facts, 
overlooked before, that spring is a month late in tiie 
Dakotas and a month early in -Jhe southwest; that in 
fact the temperature variations and seasonal situation 
were remarkably varied at different points in the country. 

The character of people, the local factors of economic 
consequence, are all vital to possess. The following 
might he listed as the principal items of information for 
average use which should be possessed: 

1. Population of city. 

2. Nationalities of the population. 

3. Names of newspapers. 

4. Net paid circulations. 

5. Morning, evening or Sunday issues. 

6. General character of city’s business — whether 

commercial or industrial. 

7. Number of factories, with number and total wages 

of employees. 

8. Different types of factories, with number and 

wages of employees, for each type. Also pay 
day dates. ^ 

S. Number of wholesale houses, and annual volume 
of their business. 

10. Number of office buildings in the city. 

11. Number of schools, with number of teachers and 

pupils. 

12. Type and mileage of street railways. 
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13. Number of railroads entering the city and num- 

ber of employees resident in the city. 

14. Number of individually owned houses. 

15. Number of traffic teams in use. 

16. Number of traffic automobiles and of pleasure au- 

tomobiles. 

17. Proposed public improvements. 

.18. Projected office or factoiy buildings. 

19. Number of bank^and their annual earnings. 

20. Number and character of investment companies, 

21. Amount of bank deposits both checking and sav- 

ings accounts. 

22. Character of motive power used, in general, in the 

industrial plants. 

23. Natural facilities for producing construction ma- 

terial. 

24. Total population within a business radius of fifty 

miles from the city, of which the city is the nat- 
ural center market. 

25. Conditions of transportation and of highways 

which favor the use of the city as a central market 
by this outside population. 

26. Number of various dealers in different lines. 

27. Number of residential suburbs within commuting 

distance, with population. 

28. Number of people by grades of incomes, fl,000, 

$2,000, $3,000 and over. 

29. Bank clearings, building records and per capita 

property assessments. 

30. Charitable institutions, public buildings, public 

debt, tax rate. 

102. Territorial layout for local dealer and consumer in- 
irestigation.-— In arranging trade investigations, it is not 
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always necessary to canvass an entire state or section 
to get the maximum amount of information. By can- 
vassing a carefully selected group of cities, data con- 
cerning the whole district can be obtained. The cities 
given in the following analysis were selected after care- 
ful study because they are so located as to reflect condi- 
tions in surrounding sections. 

The following are the kinds of information which are 
useful and possible to obtain through such investiga- 
tions: 

1. Competitioh: (Finding what competing brands deal- 
ers carry; what competing brands they push; what com- 
peting methods are, etc.) 

2. Jobbing or branch conditions: (Checking the serv- 
ice which jobbers or branches give to retailers; finding 
out the names of dealers who handle your goods ; finding 
out the names of jobbers with whom dealers habitually 
deal.) 

3. Consuming possibilities: (Analysis of the possible 
consumption in that territory; calling on consumer to 
get the correct consumer idea; learning per family con- 
sumption, preferences, etc. ; feeling of manner of presen- 
tation, etc.) 

4. Trade sentiment: (Feeling of the dealer^ on special 
propositions, analyzing proposed price and other changes 
from dealer viewpoints, etc.) 

6. Statistics of distribution: (Checking dealers who 
handle goods; picking out dealers of a certain certified 
type; compiling local information as to grade of people, 
volume of purchase, etc.) 

6. Checking sales work: (Checking the work of sales- 
men, jobbers and branch houses; studying overloading; 
getting a line on competitive sales work, etc.) 
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The dealer figures can be applied to the grocery and 
drug trade^ and with some modifications, to hardware 
and dry goods. The total number of dealers in each 
class, and also the number of dealers per thousand of 
population, were the considerations in fixing the num- 
ber of dealers necessary to be called on in each city to 
get adequate information. An estimate of the cost to make 
the nation-wide investigation here outlined is $1,250. 


JL 


Class I — (Cities over 250,000 
population) 

Population 

(1910) 

Approximate 
number of dealers 
to be canvassed 

New York 

4,766,833 

225 

Boston 

670,585 

70 

Philadelphia 

1,549,008 

lOO 

Chicago 

2,185,283 

150 

San Francisco 

416,912 

60 

St. Louis 

687,029 

75 

Total 

10,275,700 

680 

Class II — (Cities of 100,000 
to 250,000 population) 



New Haven, Conn 

133,605 

30 

Rochester, N. Y 

218,149 

41 

Atlanta, Ga 

154,889 

32 

Grand Rapids, Mich 

112,571 

213,381 

25 

Denver, Colo 

1 33 

Portland, Oregon 

207,214 

30 

. Total 

1,039,769 

191 

Class III— (Cities of 25,000 
to 100,000 population) 



Reading, Pa 

93,071 

20 

Kalamazoo, Mich 

39,437 

i 9 

Elgin, 111 

26,000 

7 

Oshkosh, Wis 

33,r.62 

8 

Davenport, la 

43,028 

11 

Mobile, Ala 

51,521 

15 

Lincoln, Neb 

43,972 

12 

Dallas, Tex 

92,104 

18 

To JAL 

425,195 

lOO 
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Class IV— (Cities of 10,000 

Popidation 

Approximate 
number of dealers 

to 25,000 population) 

(19l0i 

to be canvassed 

Ithaca, N. Y ] 

14,802 

5 

Hammond} Ind 

20,925 

8 

Atchison, Kan 

16,429 

6 

Kome, Ga 

12,099 

5 

Beaumont, Tex 

20,640 

8 

Washington, Pa 

18,778 

7 

Chillicothe, Ohio 

14,508 

5 

Attleboro, Mass 

16,215 

6 

Total 

134,3^6 

60 

Gkand Total 

11,874,350 

1,021 


103. The broad types of field investigation. — Quite apart 
from the more incidental kind of investigations of the 
field are those investigations analyzing methods, tenden- 
cies and general basic conditions. 

The first type, that of methods, is best illustrated by 
an investigation made by the Business Bourse covering 
the problem of selling direct to the retailefs versus sell- 
ing through jobbers. This problem upon •which hung 
the possible change of the entire 80-year established prac- 
tice of a famous concern, took a number of months to 
study. Most of it was done in the field. It consisted of 
the following divisions of phases: 

1. A national field inquiry into the state of mind of 

consumers as to service impressions, from the 

present mode of distribution. 

2. A national field inquiry into "the state of mind O'f 

retailers. 

3. A national field inquiry into the state of mind of 

the jobbers. 

4. A technical inquiry into the freight costs involved 

in shipping under a policy of selling direct. 

6. An inquiry into a more scientific factory location 
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in relation to distribution under a plan of sell- 
ing direct 

6. An inquiry into tbe field as to a system of ware- 

houses and branch offices. 

7. An inquiry into financial matters involved, credits, 

overhead, etc. 

8. A field statistical survey of retail distributors, as 
• to character, kind, standing, etc. 

9. A detailed survey of the methods of other firms 

who were or had sold direct. 

10. A general coordinated study of the entire situa- 
tion as evolved by the various separate field 
studies. 

Broad investigations of tendencies are of still another 
sort, and have taken a year or two of time. Such inves- 
tigations have been made, for instance, by the Curtis 
Publishing Company on distributive conditions in dry 
goods and women’s wear. Among the significant fac- 
tors studied and developed in such an investigation were 
that there are to-day in the United States the following 
retail outlets for textiles and women’s apparel: 


Department Stores 1,770 

Dry Goods 30,031 

Fancy Goods 4,721 

aothing 2ft, 843 


67,365 

These stores do a total business of nearly four billioii 
dollars. Forty-five per cent, of this sum is concentrated 
in the 100 largest cities of the country. Twenty-eight per 
cent of the business done in each of these cities goes to 
the leading stores — one in each city. 

In adapting the facts herewith given to any specific 
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proposition, it is necessary to 'bear in mind tlie classifi- 
cation into which the commodity falls — ^whether it is 

1* ‘^^Convenience’’ goods bought at the handiest place; 
like children’s stockings, handkerchiefs, etc. 

2. ^^Emergency” goods, immediately neceoi^ary, like 
rubbers, umbrellas, etc. 

S. ^^Shopping” goods, which are of sufficient import- 
ance to justify a trip to several stores in order to 
compare values. ^ 

It has been found that 43% of the total business is ob- 
tained by stores doing an annual business of over 
f200,000 per year do 75% of their buying direct from 
the manufacturer. 

There are, of course, a larger number of stores whose 
volume of annual sales is less than $200,000, and these 
stores do 57% of the total. This second class of stores 
buy through jobbers, generally. 

104. Factors that determine possible demand for a textile,— 

1. The sales of that article in a section where it has 

already been tried out 

2. Whether it is a ‘^^convenience,” ‘^^emergency” or ^^shop- 

ping” commodity. 

3. The total local dry goods business, and per capita 

consumption. 

4. Whether the article appeals to any specific class of 

women, or is desired especially in certain sections. 

5. Success, failure and generaU history of similar 

products. 

6. Dealer attitude towards the class of goods. 

7. Consumer attitude. 

A study of retail sales developed a territorial division 
made according to the retail characteristics of the vari- 
ous sections of the country: 


THE TECHNIQUE OF FIELD INVESTIGATIONS ISZ 


Section 

Population 

(1910) 

Volume of 
retail business 
Dry Goods and 
women's ready- 
to-wear 

Per- 
cental® 
of U. S. 
Total 

Metropolitan 

16,097,000 

$439,862,955 

21 

Northern New England and 




Northern New York 

1,854,628 

41,892,130 

2 

Central New York 

3,000,808 

73,310,493 


Western Pennsylvania and 



West Virginia ^ 

5,602,119 

146,622,000 

7 

Virginia and North Carolina 

4,886,448 

115,202,202 


Cotton Belt 

5,526,336 

146,620,000 

7 

Kentucky and Tennessee 

3,724,694 

83,783,420 

4 

Middle West 

20,241,359 

623,646,876 

25 

Northern Wisconsin and 




Michigan 

1,106,741 

20,946,855 

1 

Missouri and Arkansas 

4,217,784 

104,729,275 

5 

Texas and Oklahoma 

3,863,107 

94,256,347 


Prairie States 

6,488,697 

146,620,955 

7 

Mountain States 

1,998,522 

41,891,000 

S 

Arizona and New Mexico .... 

626,655 

10,472,928 


Washington and Oregon 

1,794,095 

41,892,000 

2 

California 

2,365,649 

62,887,565 

3 

Total, United States. ... 
^Exclusive of Negroes. 

82,278,441* 

$2,094,585,500+ 

100 


t These 1914 figures may now safely be doubled. 


1 

105. Field factors of statistical interest. — Broad studies 
of basic conditions might include, for instance, the den- 
sity of population and the density of dealer distribution 
in the United States. 

The density of population (i e. the number of people 
per square mile) and the density of dealer distribution 
is an important index of the fertility of a state or sec- 
tion for merchandising and advertising. The figures 
used in calculating the following data are the July, 1914,, 
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census estimates and the list of dealers in six prominent 
lines: 


Dealeks Pee Squaee Mile — East of the Mississippi 


Population 

Per Square Mile 
New England 

1 

Druggists 

Clothiiig 

Dry Goods 

Grocers ; 

Hardware 

Jewelers 

Maine, - - 25.4 

.012 

.017 

.016 

.060 

,005 

.005 

New H^ehire, 48.7 

.024 

.024 

.038 

.091 

.012 ; 

.019 

Vermont, - 40.1 

.017 

.018 , 

.017 

.064 

.017 

,014 

Massach’tts, 450.6 

.111 

.193 

.1^0 

1.099 

.088 

.113 

Rhode Isl’d, 691.1 

.092 

.238 1 

.192 

.142 

.080 

.180 

Connecticut, 240.6 

.072 

.106 

.096 

.572 

.038 

.530 

Total, - 112.4 

: .034 

.053 

.046 

.271 

.023 

.296 


The table here given has been compiled to show (1) 
the density of population as compared with transporta* 
tion facilities; (2) the average wage earning capacity, 
individual prosperity and thrift of the people in different 
sections of the country* 

Such data is valuable in analyzing the market for an 
article that appeals to definite classes or characteristics, 
and indicates where are the most responsive markets. 


New England 

Population 
per mile of 
steam 
railway 

Population 
per mile of 
street and 
derated 
railway 

Insurance 
in force 

Average 
Manu£a<%ur- 
ing per 
capita wage 

Per capita ' 
valuation of 
realty and » 
personal 
property 

Maine, 

330 

1408 

$158 

$436 

1608 

New Hampshire,.... 

345 

1526 

157 

422 


Vermont, 

323 

3669 


459 1 

667 

Massachusetts, ... 

1592 

1094 

265 

475 

1417 

Rhode Island, 

2657 

1227 

254 

432 

988 

Connecticut, 

1115 

1100 

227 

484 : 

827 

Average,.... 

827 

1206 

$233 

$466 













CHAPTER XIII 


PURELY STATISTICAL INVESTIGATIONS AND ESTIMATES 

106. Possibilities of tbe application of statistical method. 
— Besides the various specific phases of research out 
lined in other chapters there are a great many other 
uses for statistical inquiries which while calling for no 
new or complicated statistical knowledge are neverthe- 
less often neglected. 

Such simpler forms of statistical research have appli- 
cation to many phases of business, marketing, adminis- 
trative, financial and otherwise, and represent the effort 
of keen-visioned, constructive business minds to make 
use of all possible methods of increasing definiteness of 
knowledge before action. 

To secure fullest value out of the possibilities of sta- 
tistical method, it is necessary to learn to think very 
readily in terms of statistics, and this is not usual with 
average business men. The habit of considering most 
business matters statistically is only another name for 
the habit 'of ^^thinking in terms of dollars and cents.’^ 
Yet the former is often derided while the latter is praised. 
Such a provincial attitude calls for revision, and this is 
rapidly coming about. The most successful men in busi- 
ness — ^Morgan, Rockefeller, Harriman, etc. — ^were ac- 
countants and therefore early acquired the habit of ap- 
plying to most business matters the acid test of statis- 
tics. However, the statistical researches here meant are 

189 
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not routine accounting statistics, but are inquiries into 
more difficult and special matters, small and large, for 
the purpose of clearing up doubts, throwing light on 
rough places, unraveling snarls and illuminating de- 
tails. The necessary subdivision of this book has com- 
pelled the author to consider some matters apropos 
under this head in other chapters. 

107. Searching for hidden causes. — ^Factors of business 
success and failure have a way, because of their natural 
tendency toward invisibility, of being buried beneath in- 
nocent and deceptive layers of other factors. Only in- 
tuition can suspect their existence, and only research 
can bring them fully to light. In fact, business research 
is at its best and in its prime when engaged in such 
work, for it is then engaged at a task peculiarly its own, 
with a possibility of rich findings also peculiarly its 
own. Among examples which may be cited of inquiries 
along such lines are: 

1. Statistical comparison in detail of highly profitable 

with markedly unprofitable territories or articles 
or methods. 

2. A statistical stndy of the relationship between sea- 

sonal slumps and net profit 

3. An inquiry into relative frequency of various char- 

acteristics of returned goods orders, to discover 
leading causes. 

4. Analytical comparisons of records for the location 

of loss, wastes and inefficiencies. 

5. Statistical review of details of credit losses to lo- 

cate clues for future guidance. 

6. Statistical study of rise and fall in prices of basic 

materials; world and national supply volumes, as 
guidance for the future course of prices. 
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lOS, Statistical researolies from records. — ^There are three 
broad avenues of statistical research, as broadly agreed 
upon by professional statisticians.^ First is that of as- 
sembling data from official records, public or private, or 
generally available statistics. The second is by making 
counts, taking a census, so to speak, or developing sta- 
tistics from original sources; and third is that of pro- 
jecting estimates. 

As the second of the^e methods is well described sepa- 
rately in the chapter on field investigation, and the third 
one in the chapter on tendency curves and prognostica- 
tions, the first one only calls for treatment at this 
time. 

Those broad visioned accountants who wish to desig- 
nate their iVork with greater dignity and constructive- 
ness, prefer the term ^^statistics of management” as ap- 
plied to analytical studies of records. This throws the 
proper light upon such work, too often viewed merely 
as records of things that are past. A very great deal of 
value lies hidden in the ordinary records of a firm^s 
business, if such records are complete and well kept, for 
the significant details have all inscribed themselves there. 
The right statistical research can develop these details. 
True, it ie a “post mortem” operation when regarded 
from the point of view of the year that is gone never to 
return ; but viewed for the benefit of the year to come it 
is immensely important. 

In fact, modern accounting now makes it possible to 
hold such post mortems every day or week or month, 
and the lessons to be had from statistical analysis are 
surprisingly varied and fruitful. They can answer such 
questions as: 

^Aa Introduction to Statistical Methods, Secrist pg. 41. 
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1. Why have our sales seemingly borne so little rela- 

tion to our rate of advertising expenditure? 

2. What has been the general result of our policy of 

guaranteeing our goods, as compared with the 

years before such a policy was operated? 

3. What relation do our profits bear to the fluctua- 

tions in price of raw materials? 

4. Why has our surplus each year been so out of pro- 

portion to our rate of profit and volume of sales? 

5. What relation does our volume of profit bear to 

general business fluctuation? 

The latter question illustrates the type of statistical 
research from records other than the private records of 
the company, or a merging of private and general rec- 
ords. To get a significant perspective it is ihaportant to 
go outside of the books and records of a company — ^it is 
often necessary for good results to consult as far as pos- 
sible the records of other companies, the statistics of the 
industry at large, and also the broad economic and busi- 
ness statistics of the country and the world. 

It is in most cases inadvisable to expect an account- 
ing department to prepare or secure such data. Although 
accountants are prone to dispute it, they are not trained 
statisticians and have no statistical training or perspec- 
tive. Even if they were, the point of view of an out- 
sider, disinterested and unhabituated to the firm^s 
methods and outlook, is in itself an important asset. 

Statistical research from records may constitute any- 
thing from a mere use of routine census figures to the 
adaptation of statistics of bank clearings, building per- 
mits volume, export statistics, etc. All the routine 
sources of statistics offer some possible assistance, and 
afford some basis for comparisons. 


PUEELY STATISTICAL INVESTIGATIONS 193 


It is a serious mistake, however, to rest content with 
routine records. Year in year out certain standard rec- 
ords are available and they have their value. The dan- 
ger lies in failing to go behind them. Their very gen- 
eral availability is a limitation, as they are available to 
everyone and constitute no special advantage. They 
breed set methods of regarding them, whereas some new 
research may turn up far more accurate and reliable 
methods of comparisoj^. or information. Added to this 
is the regrettable form and inconclusiveness of much 
standard data, making it of small value and doubtful 
usefulness. Standard, easily obtainable records, there- 
fore, merely afford a temptation, breed laziness and en- 
courage conventional statistical reasoning, when more 
original data and thinking are needed. 

109. Analytic and synthetic statistical processes. — Despite 
the fact that statistical method is predominantly a nu- 
merical method, the gravest problems of a statistician 
are not those of counting, totaling, dividing and subdi- 
viding, but in sifting and sorting the material for count- 
ing, reclassifying it, discovering new aspects and subdi- 
visions and outlining new definitions and standards. It 
is, in brief, an exploration and mapping of country 
known only in rough outline or not at all. 

Secrist points out^ how even such a unit of measure as 
a ton-mile may on examination have various aspects: 

^TVhile a ton is invariably a ton, and a mile a mile, 
all tons, except as to the only quality, weight, are not 
the same, nor are all miles, except as respects distance, 
equivalent One ton may be bulky, low-grade freight; 
another ton may be compact, high-grade freight. One 
may be the measure of a quantity of stovepipe elbows, the 


^Statistical Method pg. 59. 
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other of a quantity of silks. Likewise, one mile may he 
easy grade in a prairie, the other of heavy grade in 
mountainous tunnels. The conditions necessary to the 
movement of one ton one mile — the ton-mile — may he 
wholly dissimilar in spite of the common name which is 
assigned to the service. Units must he referred to the 
conditions which they describe, and since these are 
widely different, combinations of them should he made 
only with care and circumspection.^’ 

The same situation is very often true of not only other 
units of measurement hut even more often of other 
definitions, terms, classifications and elements and 
factors to he measured. 

Business statisticians constantly come upon terms 
and phrases used hy statisticians of other kinds — social 
statisticians, labor statisticians, etc. — which from a busi- 
ness point of view and for business purposes are inaccu- 
rate. The census is almost completely the product of 
social and labor statisticians, and its terms and classi- 
fications are not business terms and classifications. The 
material in it if desired for business purposes of a seri- 
ous kind, needs to he re-analyzed and re-stated, even if 
all the information desired is there. The census lumps 
in one classification all ^^chemicals” which many 
great and important subdivisions, and yet it also names 
as a separate classification, horse clothing^ of which 
there are hut 26 manufacturers! Similarly it lumps all 
^^confectionery” together when there are various large 
ahd widely different subdivisions, such as the chocolate 
and hard candies. Also it has a general classification for 
cooperage and wooden goods, having a total volume of 
several hundred million dollars; also a broad classifica- 
tion of ^^printing and publishing,” (a large billion dollar 
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industry of many varieties) wMle it has a separate 
classification for hammocks^ of which^ nevertheless, there 
are but a bare dozen of manufacturers ! 

Naturally such statistics require re-analysis to ascer- 
tain more sharply defined classifications. 

The same is true of questions of the statistics of 
^fi)usiness failure.” What is a business failure? The credit 
agencies apparently regard a business failure a foreclos- 
ure or a receivership due to voluntarily acknowledged 
insolvency or forced action by creditors, resulting in 
bankruptcy. Yet true analysis of business failure would 
certainly require to take into consideration the failures 
which are no less failures because they are not spread 
upon legal records as such. A majority of businesses 
which becon^e insolvent are either sold, closed up, taken 
into stronger hands, carried by creditors upon private 
agreement, or otherwise prevented from being openly 
bi’anded as failures. In fact, speaking strictly technically, 
very many businesses are fairly constantly insolvent. 

It will thus be seen how statistics and definitions of 
business failure require considerable re-analysis. Many 
other business terms are in the same condition, and it is 
the work of serious research to accept nothing for 
granted and search down to root causes and facts, so 
that, no matter how accepted and unquestioned are cer- 
tain figures and assumptions, they will be re-tested and 
re-analyzed to check «up their validity and their conno- 
tations. 



CHAPTER XIV 


THE EXECUTIVE APPLICATION OP PACTS TO 
BUSINESS 

HO. The head of a business and his sources of information* 
— No business man is greater th^n the amount and fa- 
cility of his information. His rate of growth in business 
is about the rate of his ability to secure, absorb and 
adapt information. Therefore, as an executive it is his 
prime duty, not merely to study routine information, but 
to be aggressive and ever alert for facts. He is in seri- 
ous need constantly of fact and figure and accurate fact- 
pictures of conditions. His judgments are exactly as 
good as his information, no more and sometimes less. 
It is a severe enough task for the best of business brains 
to plan wisely and with originality even after the essen- 
tial facts are in hand; to attempt to do so with poor or 
incomplete information is a grave and an unnecessary 
business risk. 

No business man should rely entirely upon the infor- 
mation provided for him by his organization. There is 
no more pathetic condition in business than^ that of a 
high executive surrounded by men who conspire, eon- 
sciously or unconsciously ^ to keep information from him. 
It is like a king surrounded by courtiers who never let 
a hint of revolutionary rumblings get to his ears, until 
one day the deluded ruler is overwhelmed and lost. Yet 
such conditions in business are far from rare; in a lim- 
ited degree they are actually universal. 

196 
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The average executive depends whoUy upon Ms own 
eyes and ears (aided perLaps by an occasional bit of 
tattling) and upon the information of Ms executives. It 
appears never to penetrate to such executives that they 
virtually live with the wires cut between them and real 
fact about their business. They wait wtitil something 
happens before they realize true conditions. Sometimes 
this is too late; always it is a costly mistake. 

it must first of all be realized that two or three strong 
factors prevent subordinate executives from providing 
their superiors with the exact truth, and all of it. First, 
such executives are too close to their jobs — ^they suffer 
from a natural and inevitable myopia. A laborer on a 
scaffolding cannot describe the building upon which he 
is working ; he can see but a small fraction of it and his 
eyes are even with that small portion so much that his 
powers of observation about it are untrustworthy and 
stereotyped. 

Then, too, feeling, prejudiced and biased almost inevi- 
tably creep into the attitude of a worker toward his own 
special bailiwick. This is because the mind ever tends 
to adopt a certain fixed attitude toward the objects sur- 
rounding it and in constant intimate association with it. 
The critical, attentive faculties are relaxed, and habit 
crystalizes’ around the daily routine. Certain opinions 
and ideas become fixed and “freeze” around the situation 
with the hard grip of ice. 

True, there are many executives who by constant 
struggle and alertness keep themselves free from a con- 
siderable degree of this — but there needs to be an ade- 
quate “check-back” for even the most alert of executives, 
if facts are to be had without bias. 

Finally, few executives are either good observers or ac- 
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curate reporters. They Biay be very high grade exec- 
utives for their particular functions, operating upon poli- 
cies decided for them or with them in conference, hut 
they are often incapable of deciding, first, what are the 
essential facts to secure, next, to secure them reliably 
and, third, to pass upon them without conference and 
debate. Indeed, the highest grade executive especially 
plans to apply the acid test of investigation and recon- 
sideration to his own loorK 

The head of an alert business needs to go outside of 
his own organization for information; must depend 
upon men trained to do the work and responsible only 
to him, no fixed or preconceived ideas of the matter in 
hand. He must arrange for his own sources of informa- 
tion as check-up of his departments and of .his position 
broadly in the field and in relation to maximum possi- 
ble efficiency. 

Ill, Appreciating the outside point of view. — The most 
proitable business information is frequently that which 
is a cross-fire upon the information developed from the 
^^inside.’^ In other words, the point of view of the out- 
side — of the analytical man who knows nothing of the 
technique of the business^ — is often of the most remark- 
able value. This is illustrated by the fact that the idea 
of a dollar watch did not originate among manufacturers 
of watches, but was conceived by a man in another line 
of business. The idea of the Uneeda Biscuit, a national 
organization, to sell bakery products, originated not in 
the cracker industry, but with a lawyer. These men did 
not suffer from an habitual point of view — they could 
reason from new information, and eagerly sought new 
information. 

By the outside point of view is not meant the crude 
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method of asking cousins, aunts, policemen and chauf- 
feurs for opinions (which are of course practically worth- 
less because of the self conscious bias involved in such 
questioning). The trained outside point of view is the 
important thing; also the consensus of opinion plan of 
research by means of carefully worked out questions, 
carefully asked under controlled conditions and from 
well chosen representative units, and the results statis- 
tically averaged. (Technical details of the making of 
such investigations are described in chapter xvi). 

The problem of the head of a business is to know what 
types of information are desirable, upon what questions 
to consult the outside point of view, and then after hav- 
ing secured it to apply the knowledge thus gained. The 
scope of trained counsel in outside point of view is con- 
stantly widening. The banker was originally the only 
outsider whose counsel was respected, but he did not rep- 
resent a competent general advisory point of view, and 
was only too frequently a narrowing influence. This has 
also been the case with consulting accountants. The ad- 
vertising agent followed and has been of very important 
assistance. Efficiency engineers so called have been very 
great broadeners; both of these because their influence 
was an eclectic, creative and productive influence rather 
than a mere narrowed and repressive one. 

Eesearch counselors have a special future in this re- 
gard, as by the very nature and breadth of their task, 
(if they will conscientiously keep it broad and creative) 
they are beholden to none, are technicians of the outside 
point of view, and are adaptive to individual needs. 
With an able research organization at their elbow, high 
executives have the machinery to combat most of the 
special diseases and barnacles that limit business effi- 
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ciency and profit, and are afforded a great personal serv- 
ice in that they can get real information from direct, or- 
ganized sources without wasting energy in an endeavor 
to get it from their own organizations, huilt to do other 
things. 

112. The faculty of coordinating infoimation into action. 
— Colonel Vache relates of Napoleon his significant 
trait of eager and determined search after information; 
his personal interest in details 9 f information down to 
inquiry into the very quality of the soldiers’ mess before 
going into action, by personally tasting the food in some 
random field kitchen; and then, once having codrdinated 
all his information into a plan of action, making a spe- 
cial point of carrying it out with great swiftness. 

It is a typical weakness among executives to appi^e- 
date any information gathered, but to lack facility in 
formulating a plan of action from it. This is a twin 
weakness to that of much reading and absorption from 
books, but procrastination and inaptitude in applying 
such learning. 

The first mental effort comes in separating the non- 
essential information from the mass, and in learning 
how to face facts. A strange peculiarity resides in many 
men that although in the back of their minds is knowl- 
edge and acceptance of the facts, there is a lack of reali- 
zation of the proper deductions from these facts. Or 
perhaps still worse, a knowledge of the proper deduc- 
tions, but a laziness of mind and readiness to put things 
off, which vitiates the deductions. 

To be fair to facts and the business which should profit 
by them, facts should never be laid away before being 
very squarely faced and a bona fide decision for action 
made concerning them. It is very easy to make a con- 
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venient or dissembling disposition of facts, to stick into 
a pigeon-hole a report with recommendations, hut it is 
a very costly thing to do. Pacts, by their very nature, 
have a way of being upsetting and inconvenient, calling 
for severe mental labor to analyze and digest; and 
decision is a quality which the average mind rather 
naturally shrinks from and avoids as long as possible. 
Psychanalysts say this is because, on the least excuse, 
human nature reverts to the easiest path, the lazy atti- 
tude. Yet the greatest: value and profit in business 
research and statistics lie in securing information in 
advance and putting it to work at once while others 
fulnble in the dark or remain indecisive. 

Conferences on fact findings between executives and 
research counselors are extremely valuable, for stimu- 
lation and training in translating facts into action, for 
part of the knowledge and equipment of an able man in 
business research is to be able to assist in making prac- 
tical deductions and concrete applications of his research 
and investigative work. It has been one of the chief 
troubles with research workers, efficiency engineers, sta- 
tisticians, counselors, etc., that they so frequently con- 
fined their efforts to making reports and did not obtain 
the corrective discipline of seeing their ideas through. 

The head of a business who improves his faculty of 
reasoning closely from fact to policy, from data to cor- 
rection of method, apd relation to principles, and from 
statistics to future plans, is certain to greatly add to 
his stature as a business man. A very considerable part 
of an able modern business man is the ability to make 
sound decisions from reports, data' and statistics. 

113. Human difliculties in applying information. — ^^One of 
the main difficulties, both in having facts respected by 
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business men, and also applied, is the basic human dif- 
ficulty of translating any knowledge into action. It has 
well been said that a millenium would arrive to-morrow 
if all people applied no more than the knowledge they 
already possess. Great numbers of business men possess 
the facts essential for wise action, either in the form of 
reports rendered to them by records, counsel and inves- 
tigations, or else in the form of experience or judg- 
ment or the recommendations of their own executives. 
Action is not forthcoming because high grade executive 
ability is even rarer than investigative ability. More 
men can be found who can plan a splendid military of- 
fensive than there can be found generals who wiU suc- 
cessfully bring such plans to a conclusion. The imagi- 
nation and the paper plans easily outrun the courage, 
will-power and organizing ability to use information in 
actual practice. 

Another vital difficulty in the way of applying informa- 
tion in a modem large scale or average sized business is 
the immense amount of coordinative work which is nec- 
essary to carry out plans ; also the large risk and large 
expenditures called for, and the consequent natural con- 
servatism of directing heads in reaching a conclusion to 
start. This principle was illustrated with great clear- 
ness in the efforts of the United States Government to 
prosecute the war expeditiously on an unheard-of scale. 
The enormous and complex factors •involved were prop- 
erly analyzed, the information was secured, and the re- 
searches made, but the unexampled complication of actual 
administration of the work of carrying out the obvious 
conclusions and organizing the work brought about the 
necessity for an executive revolution. Authority had to 
be highly centralized, so that a few men of decision could 
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put the obvious and carefully gathered facts into prac- 
tice. Indicision and interminable fumbling over the 
facts were thus greatly reduced. 

How important is this matter of the relation of informa- 
tion to action in the psychology of practical affairs was 
well illustrated by what Dr. Hugo Mxinsterberg, the 
famous psychologist, told the author shortly before his 
death. He related that the Hamburg-American Steamshii> 
Line had called him iujo consultation in the very import- 
ant effort of correctly classifying all their steamship 
captains into one of two definite classes: (1) The class 
which in a serious emergency delayed so long in observ- 
ing all the points and information about the situation 
that judgment and decisive action came too late; or (2) 
the class which rendered a judgment and took action be- 
fore all proper observations were made and all the im- 
portant elements of information were in hand. Both of 
these types of captains were undesirable and lacked the 
finely balanced and more perfect attitude, which of 
course, is that of knowing precisely what information is 
vital, and then immediately upon securing this informa- 
tion taking decisive action, properly based upon the 
information. 

The same principles are definitely applicable to 
executive action in business. 

114. Shaping information for practical business application. 
— ^A grave error is ^constantly made in the assembling 
and presentation of facts and business research data. It 
is made to assume the shape of a treatise, a legal brief 
or an abstract discussion; or it is made with an idea of 
exhaustive completeness as a piece of work for its own 
sake. This is a very serious mistake. The making of 
business researches and the gathering of business infor- 
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mation is not strictly a profession by itself nor is it 
governed by standards solely its own. Business stand- 
ards must govern research work to an almost complete 
degree. It cannot possibly advance the cause of com- 
mercial research as a vocation or a thing of value, if 
academic or other standards are made the ruling consid- 
eration. The only ruling considerations must be those 
of pertinence and effectiveness in achieving the practical 
business ends desired. Inforn^ation as information 
meaus nothing to business men; compilations and re- 
searches merely as such do not and should not mean any- 
thing to business men. The splendid academic prin- 
ciples of accuracy, thoroughness and devotion to the 
cause of truth are highly important parts of commercial 
research, but they must be engines operated for the 
definite goals of business. The professor who was hired 
to improve the English in a business firm^s correspond- 
ence, and who held up the mail for a week in order to 
eliminate split infinitives is the comical example of the 
academically inappropriate and the lack of practical 
adaption which is here referred to. 

The business man’s habit of thought, his habit of 
reading and manner of absorbing information must be 
correctly understood by anyone who undertakes to make 
researches and present his findings. Business men de- 
sire to reach conclusions fairly rapidly, and to initiate 
action and get results at once — they are not at all in- 
terested in the bypaths or the technique of researches, or 
in the delicate nuances or the vaguely relevant factors. 
Time is so all-important in modern business that the 
very purpose of research is to annihilate time in experi- 
mentation, to avoid waste, delay and futility; therefore, 
a report rendering facts and information must move in 
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a straight line to specific conclusions from the point of 
view of the executives. This throws an unusually heavy 
load upon research workers, investigators and counsel- 
ors, because the business man is fairly new in consciously 
coordinating information and data. He has been in the 
habit of absorbing information and reaching a some- 
what unconscious intuitive judgment; whereas the con- 
crete and orderly presentation of facts in detail often 
paralyzes his will and^ judgment or floods his mind with 
so many considerations, facts and figures that he strug- 
gles in vain to reach a logical conclusion and line of ac- 
tion to follow, with the result that he becomes disgusted 
with research and information in general, and goes back 
to his intuitive methods. 

Very often the fatal situation is that the business man 
does not know what facts are desired or what he needs 
to have, and his investigator or counselor or statistician 
has not the practical analytical vision or viewpoint to 
make the selection of information really pertinent and 
important, or to analyze it and translate it into terms 
or action when he does get it. For this reason hack sta- 
tisticians and mediocre unbusiness-like investigators 
and researchers are definitely proved a failure. It can- 
not be too strongly stressed that the situation calls loudly 
for the best brains, not the poorest; the finest business 
ability, not ill-balanced theoretical minds. Eesearch 
work calls for men of the highest degree of training, in- 
telligence and practical insight rather than the type of 
statistical book-worms, one-track minds and misfits who 
in the past have taken up commercial research. This fact 
is now thoroughly realized by all the large concerns who 
are paying very large sums indeed for investigation and 
researches, because of the manifest absurdity of basing 
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vital policies opon the findings of men inadequate to the 
responsibility of weighing facts so important. 

115. Co-ordinating a plan of action from facts. — It is 
deadly folly and extravagance to make investigations, 
hire counsel and secure surveys and reports only to read 
them and stick them into pigeon-holes. Yet this is a 
fairly common practice. Sometimes it is due solely to 
the general blurred impression which such a report pro- 
duces, and a lack of a, summary ^of specific lines of ac- 
tion recommended. In other words it does not put some- 
thing up for decision immediately. 

The first point in the technique of making practical 
value of information is to get clearly and concisely be- 
fore the individual executive or group of executives the 
exact steps of action which the logic of the -facts makes 
desirable or expedient. Then, point by point, the spe- 
cific recommendations can be debated, their soundness 
tested in the light of the supporting facts, and a definite 
conclusion reached. The exact manner of carrying out 
the recommendations, the time, and also the presentation 
of detail orders and plans for the coordination and or- 
ganization necessary to make such a plan an assured suc- 
cess, are sometimes necessary in properly presenting a 
set of recommendations. 

To reverse the consideration of this subject, it is fre- 
quently important that a proposed plan of action be 
analyzed from a point of view of vision, imagination and 
foresight. In other words, the report may counsel delay 
of action in order to make examinations and researches 
of the facts and general conditions in order that the ad- 
visability of any action whatever be properly determined, ^ 
or the best manner of procedure be worked out. In fact, 
this is by far the most nsual and also the most healthy 
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application of the business research and statistical and 
analytical methods. In such a case the outlining of pos- 
sible plans of action or recommendation are prepared in 
adyance and investigations made and information se- 
cured in order to determine if and how such action is to 
be undertaken with the largest chances for success. It 
is not infrequently the case that a considerable number 
of investigations are pyramided one on top of the other, 
increasing in scope and accuracy of aim as the knowl- 
edge developed by the investigations make advisable. 
Many first investigations are necessarily gropings and 
searchings for some substantiation of intuition or im- 
agination or a projection of logic. In this manner in- 
vestigations and actions become practically right and 
left-armed, .proceeding simultaneously, the one correct- 
ing and guiding the other. Such a method annihilates 
time very rapidly, and although it is by no means free 
from a margin of error, it gets closer to 100% accuracy 
than any other method. Other more cautious and leis- 
urely concerns take a year or two for exhaustive pre- 
liminary investigations before any action is decided 
upon, and then only after experimental ^^try-outs.’^ 

116. The test or try-out mode of application. — In the mail- 
order business, which is so situated as to render almost 
perfectly exact records and tests possible, it has for 
years been the logical thing to make preliminary tests 
based npon statistical averages, and thus decide almost 
with the exactness of actuarial statistics such as insur- 

p 

ance companies nse, the probable percentage of results 
within a narrow fraction of error, and thus to a large de- 
gree avoid waste and futility. 

In a general way, this method has become available in 
all departments of business to a large degree, and is 
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rapidly spreading in application. The tryout idea may 
be applied, under careful research guidance, to such 
business matters as : 

1. Tryout of product on various selected groups of 

consumers. 

2. Tryout of dealer and distribution opinion as to sala- 

bility and strength of market 

3. Tryout of various methods of distribution. 

4. Tryout of various methods of^ introduction. 

5. Tryout of various methods of selling. 

6. Tryout of various forms of advertising or modes of 

appeal. 

7. Tryout of various territories, classes of consumers 

or grades of cities. 

8. Tryout of campaign ideas and plans. 

The tryout idea is only as valuable as the brains di- 
recting and analyzing the results. Tryouts, like statis- 
tics generally, may be manipulated, consciously or un- 
consciously, to prove anything. When very painstak- 
ingly analyzed they are of enormous value, as they can 
be made absolutely reliable indicators of results v^hen 
operated on a wider scale. 

117. Coordinating the experience of other business firms. 
— It is one thing to get the experience of others for 
study and consideration, and another thing to make use 
of it For generations business men have flouted the 
idea that the experience of others could be of benefit to 
them, by the simple assertion that their business was 
^^different^^ Of course, all business is different and no 
two concerns are identically alike in all respects. Neither 
are two human beings alike, but this has not dismayed 
medical research. Business has advanced so far from 
this narrow point of view, that shrewd men have delib' 
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erately studied businesses representing their absolute 
opposite, remotely unlike their own, to find possible light 
on their problems. In fact many brilliant ideas in busi- 
ness are the result of such reasoning by analogy from the 
methods and experience of others in totally different 
business fields. To make the fullest use of experience, 
then, reqires originality of thought, adaptation and open- 
ipindednes'S. 

It is an immediate^ temptation to decide that a suc- 
cessful method used in another line of business is unus- 
able; but the cautious mind will resist the temptation 
to reject, knowing that simply because it is new in that 
field there is a tendency toward rating it valueless. Care- 
ful adaptation may make it an even more brilliant suc- 
cess in the adapted field than in the original field. It is 
part of alert business methods to maintain a constant 
degree of novelty. Such novelty is impossible to main- 
tain without a constant scanning and searching among 
all types and kinds of business experience. 

There should of course be sounded a warning that there 
is a strong tendency for concerns to rate their methods 
and experiences as successful or at least extraordinary 
in some manner, whereas the actual facts when carefully 
investigated may be that their experience or methods 
were not nearly so successful, and perhaps even a fail- 
ure. It is also a tendency to be guarded against, to rate 
a method or a plan ’which another is using, as a success 
before it has run its logical course, and before it is pos- 
sible to judge its real success or failure. There is a hu- 
man weakness to think the other fellow^s methods more 
right and more successful. Sometimes, with malice or 
forethought, in order that competition be misled, firms 
let it be known that certain methods are successful or 
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that certain facts are the case about themselveSj whereas 
quite different situations exist. This possibility alone 
demonstrates the importance of making a serious work 
of analyzing the experience of others, without depending 
upon the haphazard commonplace methods of inquiry, or 
upon careless periodicals or business club speeches, 
which are quite generally characterized as ^^hot air’’ and 
known to be intended to create impressions contrary to 
or beyond the truth. 

118. When judgment advises disregard of experience of 
others. — There is in certain situations still another rea- 
son for Ignoring the experience of others quite separate 
and distinct from the possibility of that experience being 
false or inflated. There are many examples on record 
of concerns who, although they have careMly studied 
the experience of others, have nevertheless then decided 
deliberately to ignore the lesson that such experience 
seemed to disclose. The decision may be to proceed 
where the experience of others would indicate likely fail- 
ure; or to withdraw where experience encouraged to 
proceed. 

If a business man should thus fly in the face of all the 
experience available, simply from sheer stubborness or 
perversity, the action would merely be stupid.^ However, 
business is a field in which the alert and the aggressive 
are constantly doing the things that nobody ever did be- 
fore. What was impossible to do ydsterday may perhaps 
be possible to-day, or vice versa. What was a failure • 
yesterday may be a success t^-day because of the new 
tools and methods that are available, because of addi- 
tional margin of safety, capital, markets available, etc. • 
Sometimes it comes down to nothing else but sheer nerve 
and courage, based on the logic of the plan and its well 
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calculated probability of response. In matters of busi- 
ness things ^^turn upon hairs.’' One set of men may op- 
erate a plan and fail, and another set of men may op- 
erate the same plan and succeed. The personal qualities 
of courage, energy, ability to win confidence, personality 
and hard work may bring success to a good plan — or 
even to a mediocre or poor plan. To ignore the lesson of 
experience, and depend upon sheer logic calls for the 
highest kind of courage in that it usually means the 
expenditure of a great* deal of money; and of course it 
calls quite especially for full investigation and all pos- 
sible facts in order to make the step more sure. 

It was once popular to call business a gamble. There 
are still some business men who are hypnotized with 
their own infallable record of business success, yet whose 
series of successes are only the preliminary to a gigantic 
failure. To know when to disregard experience and to 
know when the logic of the situation or the psychology 
of the market are ripe for new and untified articles or 
methods is a merchandising ability which though once 
dependent largely upon a so-called merchandising in- 
stinct, is now to a far greater degree a matter of fact 
study. 



CHAPTER XV 


THE DOLLAR AND THE BUDGET IDEA IN BUSINESS 
FINANCE RESEARCH 

119. The value of focusing analysis upon the sales dollar 
unit. — There are at work in business tendencies of diffu- 
sion of attention and interest in the analytical study of 
business results. When the general totals and separate 
totals and statistics of operation are examined, their 
relation to one another from the point of view of critical 
study is lost because of relative magnitude. 

To bring the entire business into a small enough fopps, 
yet exactly correct, is a matter of great value. The dol- 
lar is the logic unit upon which to focus, for many rea- 
sons, but chiefly because it is the general unit of meas- 
urement of finance, and because it represents 100 cents 
and thus permits a parallel reasoning in per cent as well. 

As business research must occupy itself practically 
with profit and loss and assist in the analytical process 
aiming toward reduction of operating costs and increase 
of profit, a close look at this subject is of definite value. 

Every .single dollar of gross income in any business 
represents, when divided up, so many pennies for ma- 
terial, so many for labor, so many for administrative 
cost, so many for sales cost, so many for advertising, 
etc. The remaining pennies (if there are any) represent'*^ 
profit, 

A delicate balance of pennies and percentages in each 
dollar must be maintained to come out right. You can- " 
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not come out riglit at the end of the year unless you plan 
every step of that year. The old way was to examine 
the status of the business at the end. of the year, when 
all is over — a post mortem, so to speak! The new way 
is to plan for the year in advance. 

120. Safeguarding the dollar with the business budget.— 
Although mainly railroads, governments, etc., have in 
the past used the complete budget idea, nevertheless 
everyone in business jises the budget plan though fre- 
quently does not realize it. The full-fledged budget plan 
of operation is now rapidly being applied to business. 

The object of the present day Business Budget is to so 
carefully gather together and coordinate the plans, esti- 
mates or forecasts of a business that whether they have 
been carried ^fln the head’^ or in the books, the most ex- 
act, complete and successful plans for the business may 
be made for as long in advance as possible. It is in effect 
establishing a fixed railway time table for the arrival 
of a fixed ratio of profit at the end of the year. It is, in 
a sense, ^^dollar dispatching’^ to safeguard the dollar on 
its journey toward profit. 

By handling as a systematic whole, the budget details 
which every busine:.s has in some form, future plans can 
be departmentized and may be easily checked up period- 
ically, monthly or even weekly, to ascertain whether each 
and every department is reaching or exceeding the goal 
set. The budget makes it possible to take steps to adjust 
^any differences immediately, rather than when conditions 
become so unsatisfactory as to force special attention to 
them. 

Ho change of general methods or even figures or de- 
tails are necessaiy to operate on the budget system, but 
merdy a systematic coordination of all known factors 
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aad figures, and properly marshaling them. The task is 
hardest at the start of budget operation, but thereafter 
is largely automatic and highly labor-saving, greatly 
facilitating research of management factors among other 
things. 

The getting together of such facts and figures as are 
needed in a budget often points the way to adjustments 
and improvements of great value to the business, entirely 
aside from the benefits of the budget proper. Kesearches 
are very timely just prior to fixing upon budget figures, 
as they can help shape the policies behind the budget 
changes. 

All old methods should be placed under scrutiny and 
discarded if unsatisfactory. The entire operative costs 
and methods should be reviewed and analyzed. 

The budget should be based on a proper relation be- 
tween the past and the future of a business and to plan 
with possibilities of the future in mind, even to a certain 
extent, the years to come. 

121. Psychological side of the budgeted dollar. — Aside 
from hard business facts, there is a psychological side to 
the forecast of proposed or budgeted quotas of business 
for the year. It sets definite goals, rings alarm bells 
automatically when any subdivision goes off the bud- 
geted track, and makes researches peremptory to locate 
causes. 

The stimulative effect of a properly planned and op- 
erated budget is undoubted and complete, reaching to^ 
every capillary of the business organization. Depart- 
ments vie with each other, and general divisions of the 
business work for the best showings, and even individu- 
als are made to work with a more accurate sense of di- 
rection. 
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The posting of the standing of the various divisions 
and departments gives a contest character to the busi- 
ness which is relished by all human beings and which 
threatened to become lost through the size and complex- 
ity of the business. 

Even to the executives and heads themselves there is 
a psychological stimulation in a simplified visualization 
of the business through analysis of the dollar and the 
use of the budget 1 

122. T3rpical divisions of an expense budget. — The accom- 
panying table graphically illustrates the finally accepted 
divisions of each sales dollar among the divisions and 
sub-divisions of a typical mercantile business. It also 
shows the petmies of profit for which all divisions and 
individuals strive. 

Also, there is used in analysis of the budget, a form 
showing: 

1. The proposed or budgeted figures accepted in full 

for the entire term of the budget (usually 12 
months). 

2. Actual results achieved to date by each division and, 

preferably, also their per cent of the corresponding 
budget figures. 

Gorrespopding figures, for the past year or an average 
of several years, may also be shown, but are not in any 
way essential to the complete comparison and analysis 
of current results. 

^ Whether a budget is a sub-budget or master budget 
(gathering together and showing the results of the sub- 
budgets), the same general plans and divisions are fol- 
^ lowed and the same three main divisions — production, 
marketing and administrative — remain the same, and 
only the sub-headings or the sub-divisions of the busi- 
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ness are altered according to the needs of the particular 
business being budgeted. 

It "Will be seen how inducive to investigations such a 
budget plan is, as the first wavering variation in ^%ud- 
geted” and ^^actual” immediately sets up quei-y ^%hy?’’ 

123. Some business finance inquiries. — A tendency pre- 
vails toward too much concentration of the investigative 
method upon sales problems, and a slighting of the value 
of research into what were once the private sanctums of 
the old-fashioned banker. 

Business finance is somewhat different to-day, and is 
more clearly understood in principle. The financial re- 
lationship of business house to banks, customers and to 
the requirement of the business under differing condi- 
tions are now considered in more detail. A* new profes- 
sion, that of ^‘finance manager’^ is developing, which 
expands the old narrow conception of the treasurer or 
auditor, and provides for greater initiative, investigation 
and study on the part of the man responsible for the 
finances of a business. 

There are many researches which the financial heads 
of businesses are making at the present day. They are 
refusing to consider financial matters a mere following 
of precedent in an uncreative way. 

The following are some researches which have been 
made and are being made: 

1. Study of the adaptability of ‘"trade acceptances to 

various types of business. « 

2. Analysis of efficient voucher systems. 

8. Study of the application of the budget system to 
business. 

4. Analysis of good will capitalization and treatment 
in accounts. 
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5. Investigation of most efficient methods of financ- 

ing contracts and special classes of business. 

6. Analysis of best methods of handling bank ac- 

counts to secure most favorable credit accom- 
modations. 

7. Study of best methods of securing additional 

capital. 

. 8. Study of cash discounts and terms under various 
conditions. i 

9. Amortization methods in business finance. 

10. Methods of handling surplus funds to best busi- 
ness advantage. 

There are now available business finance counselors 
on an entirely professional basis who analyze questions 
of business finance with the aid of business research, just 
as any other commercial problem is handled. 

124. Analyzing the consumer’s dollar. — ^While studying 
the dollar as a business unit, from the angle of business 
research, it is pertinent also to study the consumer's 
dollar as well as the manufacturer’s sales dollar (repre- 
senting only wholesale price). Such an inquiry has 
equal pertinence here as a distribution analysis, as it is 
part of wise business finance planning to consider the 

consumer dollar. 

% 

William H. Ingersoll, marketing manager of E. H. 
Ingersoll & Bro., has written clearly of the consumer 
dollar, illustrated With a circle chart which makes the 
"^natter graphic and instructive. 

This chart, explains Mr. Ingersoll, represents dia- 
grammatically the results of an inquiry made in the early 
part of 1916. The products of 40 typical factories pro- 
ducing foods, drugs, hardware, supplies, fuel, housefur- 
nishings, clothing, jewelry, shoes, dry goods, notions, an- 
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tomobile supplies and seyeral other lines^ were traced 
from maker to user through large and small stores widely 
scattered. The observations were reduced to composite 
averages and are exhibited in the chart before us. The 



effects of the European w-ar in the form of increased 
operating costs are shown in the figures, yet there is not 
a wide discrepancy between the x’etailers^ expense of do-^ 
ing business at this time and at the time of the investi- 
gation. The consumer’s dollar thus dissected reveals un- 
reasonably heavy expenses, in distribution, but the profits • 
of the middlemen are not an unreasonably heavy burden 
upon the consumer. 
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The retailing profit of six cents remaining after the 
operating expense of 28 cents is deducted from the gross 
profit of 34 cents out of each dollar taken in, would pay 
a return of |1,800 a year on the ordinary store’s volume 



and considering a usual investment of from $5,000 to 
$10,000 in the husindss and the risks taken, it is a modest 
^reward for the services to the community and with in- 
terest on investment subtracted amounts really to less 
than $30 per week, which is less than the skilled laborer 
^ frequently receives for shorter hours, less anxiety and 
without risking his money in the enterprise. 

For purposes of simplification in the diagram, frac- 
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tions of cents were discarded and the nearest whole 
number taken. Thus the wholesaler's profit shown as 
three cents really figured to be only a trifle over two and 
a half cents. But taking it at three cents, and adding 










the retailers’ six cents, we have thp total of those two 
middlemen as nine cents out of the consumer’s dollar. 

The most then that any scheme of saving middlemen’s^ 
profits could hope to attain would be to save a part of 
this nine cents. Interest on investment and salaries of 
managers in place of the proprietor’s profits would nec- 
essarily reduce the amount that could be saved. Only a 
narrow saving could possibly be looked for. 



CHAPTEE XVI 


INQUIRIES INTO MANAGEMENT PROBLEMS 

. 125. Management researclies as distinct from otiers.— 
Less is known, com;^aratively, of management than any 
other division of business activity. Judged purely by 
results, management, in the average understanding of the 
term, is a failure the world over. Mechanical wonders, 
scientific wonders, chemical marvels there are galore, but 
the science of management has yet to rise to the technique 
of an approach to scientific method. It is in its infancy. 

Business organization has not only had to deal with 
far greater aggregations of workers than ever before, 
but it also has had to deal with personalities far more 
intricate and self-willed than ever before. There being 
no longer possible a refined species of enslavement and 
exploitation of workers, management becomes more and 
more a study of personality, humanities, spirit, organiza- 
tion, function, authority, responsibility, courtesy, stim- 
ulation, leadership, development, reward, etc. 

Such matters are evanescent and intangible, and like 
other such subjects they are clustered about with dispute 
and dissention by*fanatics, theorists and misguided en- 
thusiasts with special recipes. For ten years there has 
been witnessed the spectacle of every form of ‘T)lack 
arF being practiced in the field of business management 
— ^phrenology, therapy, psuedo-psychology in a dozen or 
more pompously phrased guises; semi-technical and 
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semi-fanatical doctrines^ and fallacies of many forms^ 
colors and types. Such an evolution is always to he ex- 
pected in the development of a new field of knowledge. 
Medicine, astronomy and other sciences went through 
their black art period. 

Good management, properly defined, is the work of 
coordinating the work and workers of an organization 
into a correctly functioning whole, producing results at 
a low unit cost of effort, time, pjaterials, money and 
friction. The human body is a well nigh perfect ex- 
ample of good organization, and an effective human be- 
ing is an example of management, since he represents a 
high degree of coordination of many parts toward a spe- 
cific result, with a minimum of effort. 

This point of view of management is of value in at- 
taining a perspective for research of business manage- 
ment problems, which like any other problems, respond 
to careful, minute analysis of specific problems. Special- 
ized studies and inquiries are the logical methods of at- 
tack upon management difficulties. 

126. General administration researches. — So many hun- 
dreds and thousands of live business firms face similar 
administrative problems, and snch a considerable num- 
ber are spending money to learn how to deal with the 
more difficult ones that it is obvious how researches into 
such experience must be very profitable. Trade maga- 
zines have served to some extent in this direction but are 
under many and severe handicaps of space, diplomacy 
of publicity, expense, etc., which preclude adequate or 
thorough researches into many important subjects. In- 
ter-visitations of executives, irterchange of courtesies, 
club and organization meetings have helped somewhat, 
hut of course the correct and sound method is that of 
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serious compilation and research into such problems, 
working out careful records of experience, failures, suc- 
cesses, etc., with general analytical conclusions. Already 
a great deal has been accomplished. Some of the sub- 
jects which have already been given attention by re- 
searchers of general administrative problems are: 

1. Types of Departmental Organization Best Fitted 

to Certain Requirements. 

2. Methods of L^ung Out and Planning Offices Ef- 

ficiently. 

3. Branch Office Organization and ControL 

4. Standardization of Salaries and Promotions. 

5. Setting of Work Standards. 

6. Report Systems for Executives. 

7. Choosing and Eating Executives. 

8. Study of Letter Writing Cost. 

9. Elimination of Useless Records. 

!(>,* Analysis of Unit Costs of Administration. 

11. Methods of Stimulating an Organization. 

12. Profit Sharing Methods and Plans. 

13. Democratic Plans of Control. 

14. Suggestion Box Methods for Employees. 

15. Inter-Departmental Communication. 

16. Pension Systems. 

17. In^iry Into Best Methods of Managing Women 

Employees. 

18. Education o:^ Employees. 

19 . Welfare Work, Its Value, Dangers and Defects. 

127. The serious need for labor study. — Here is an almost 

endless field for research. Never before in business his- 
tory has there been such a focusing of attention upon 
labor as to-day. 

World war has tilted the scales of advantage from 
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capital to labor. Whereas money was once the decisive 
element of power, now primitive military struggle has 
placed decisive power npon numbers, upon human bone 
and muscle. ^After the war,’’ said Dean Inge, ^dabor 
will determine whether England will sink or swim,’^ and. 
Ms prediction seems in process of fulfillment. Sir Ed- 
ward Carson says incisively and correctly that labor 
will never return to pre-war conditions. 

Why, indeed, should it? Why, ii^deed, should anyone 
with psychologic vision and human understanding wish 
for such a calamity? 

The world is awake to a new meaning in organization. 
A whole world has not fought shoulder to shoulder, 
black, yellow and white races in the same trenches, with- 
out learning much new lore concerning how to harmon- 
ize and humanize for the doing of great common tasks. 

What is it that war has been teaching us about a new 
labor generalship? Exactly the same thing that indus- 
try was already teaching to the few who cared to learn, 
long before the war started — that labor problems must 
be settled by close study of the psychology and point of 
view of the laborer, not by the point of view, however 
philanthropic and kindly, of the employer. 

To one who has given specialized attention to the psy- 
chology of the worker, it is ludicrous but more often sad 
how many and fatal errors are made in dealing with labor, 
even under the best of intentions ahd with numerous 
paid welfare workers assisting. 

The first great error has been in regard to labor as a 
commodity. This is an unpardonable sin against human 
psychology — an error which modern research might 
have long ago established, if research had been a part of 
business. As it stands, the researches were made by 
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non-business interests. For centuries witbout number, 
men with money have brutally used it to buy labor as 
they bought stone and mortar and wood. Most books 
and ideas of economics until very recent years have ac- 
cepted labor as a commodity and agreed that its price 
was properly a matter of barter in the market-place. 
Even our well-meaning welfare workers have discusse^l 
.zealously but coldly such subjects as ^dabor turnover, 
^labor inventory,’^ <^tc. — terms lifted right out of the 
merchandise dictionary and pathetically foreign to a 
sensitive quivering substance like a human being. Busi- 
ness research, unbound by traditional economic theory, 
and trained to think about facts as they are to-day, 
would unquestionably have uncovered this grave error 
long ago. • 

Scores of nicely colored, pleasant-smelling panaceas 
such as profit-sharing, pension systems, elaborate bonus 
systems, etc., are in operation by proud employers eager 
to receive plaudits and advertising for their adventures 
in labor placation. Most of these deserve real credit 
and praise as they are certainly improvements over the 
old order. It is even somewhat unkind to suggest that 
such eflCorts are merely patchwork and makeshift in place 
of the true principles so greatly needing to be applied. 
But it must be said — the times are intensely serious, and 
in the middle of her greatest national need America has 
had the worst seri& of epidemics of strikes the country 
►has ever known. She is reaping a bitter harvest of tares 
in the wheat because she failed to analyze the soil cor- 
rectly and treat it in time. We have so miserably fumbled 
these problems of labor psycholo^ that a British Com- 
missioner could say to us during the war that if Eng- 
land had had but one-half of our labor trouble she would 
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lia?e been forced to accept a dislionorable peace long ago. 

Wliat is tlie true labor psychology, and what must 
constitute the new labor generalship of the future? 

128. learning from research. — Capital must first go to 
school to see things from the level of the average 
wage-earner. The best way for capital to go to school is 
to set up its own school — an enlightened, trained re- 
search department and trained special counsel. Capital 
must cease treating with labor as tlK^ugh it had the same 
habits of mind as capital. It must operate every plan 
from the point of view of the average wage-earner, and 
it must take the responsibility of going behind the worker 
into his general temperament, hopes and aspirations, 
home life and weaknesses. It must learn how to stimu- 
late the man and make his life rich and wbrth while, 
studying his psychologic incentive quite as carefully as 
his time card records, but much more humanly. 

It must come to regard it as a black mark against it- 
self to discharge any man for inefficiency, and learn the 
superior profit in high-grade, trained labor. 

It must then begin to build the great future of labor* 
capital cooperation. It must plan for conferences be- 
tween the capital and the labor in any specific industty 
looking earnestly toward the development of that indus- 
try. It must encourage labor to see beyond the rim of 
class outlook, and it must sell these ideas to labor on 
sheei* logic and mutual interest. Lafeor must be led to 
have the same creative, constructive dream and aspira-'^ 
tion as enlightened capital has with regard to its line of 
work. Labor must be given back its rightful heritage of 
share and share alike in the great game of industrial - 
progress — it must feel again the flush of power in making 
fine, big things — ^wMch is something that the hugeness 
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of modern industrial organization lias destroyed. Honor 
and rewards for success in sucli broad, constructiye 
progress must be available to tbe humblest worker as 
well as to the most exalted official; both their bosoms 
must be permitted to swell with pride at a piece of work 
that made industiy brighter and bigger. 

The industrial generalship of the future will mean 
tilings of this sort — ^it can never again mean mere huge- 
ness of factory, billions of capital, nor tons of product. 
It must be human progress as well as industrial prog- 
ress, for without it it is meaningless and distorted, as the 
collapse of the German industrial Frankenstein has so 
gruesomely proved. 

Industrial generalship must now consist of psycho- 
logical genius as well as mechanical or financial genius. 
It must, as Schwab predicts, consent to the greater 
participation of labor in affairs heretofore subjects 
chiefl/ for stiff-necked boards of directors who rotated 
austerely between bank, stock exchange and directors’ 
rooms and breathed no cubic inch of air of common 
laboring folk. 

We are in new times and the political changes coming 
over the world afford close parallels to the changes about 
to cover over the industrial world. Democratic principles 
rule ; individuals must be developed to share in responsi- 
bility even if now they seem incapable and indifferent; 
standards of efficiency and personality must be raised; 
new dignity must be vested in the human unit and new 
power granted individual judgment — all in the knowledge 
and faith that it is now proved beyond all doubt that all 
other principles of living and working together are finally 
shattered and outlived. 

In these great basic movements and changes in human 
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relationsliip, in industry, there is no guide but analytical 
study. Eules oTIiumb, panacea^s, precedence, experience, 
tyrannical method, theoretical notions are aU make- 
shifts and costly experiments. 

The most economical and wise expenditure possible 
under the circumstances is to make inquiries, study the 
experiments of others, compare, investigate and make 
sound deductions applicable to the case in hand. Thi^s 
is the research method and the only method which can 
give any results until an organized body of accepted 
knowledge is finally developed. 

129. Some specific lines of labor inquiry. — The breadth of 
scope of the labor subject is wdl illustrated by the group 
of special investigations and researches listed below. All 
these subjects have already been investigated, and data 
on them is available: 

1. Analysis of Extent and Causes of Labor Turnover. 

2. Study of Housing Conditions in Eelation 1:o the 

Efficiency of the Worker. 

3. Analysis of Suggestion Box Methods. 

4. Service Bonus Plans (for attendance, punctuality, 

and application). 

5. Pay Poll Methods. 

6. Analysis of Scientific Management Systems; Com- 

parisons and Deductions. 

7. Time Study Methods and Applications. 

8. Study of Pouting Work in factories for Labor 

Efficiency. 

9. ^Hndustrial Democracy’^ Methods (methods of 

sharing in management). ^ 

10. Employment Test Methods. 

11. Employment Department Operation. 

12. Factory Cost Accounting Methods and Principles. 
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13. Relation Between Production and Sales Depart- 

ments. 

14. Standardization of Skop-Instructions. 

15. Health and Hygiene Factors, 

16. Fatigue and Rest Periods, 

17. Best Forms of Shop Organization. 

130. Salesmanagement investigation. — ^As so many of 
salesmanagement problems are marketing problems which 
have already been treated, this division will need to 
confine itself to probl^s of sheer management of sales 
organization. The problems involved in this phase of 
salesmanagement are numerous enough, and present a 
more difficult phase than almost any other side of man- 
agement because of the management of salesmen and dis- 
tributors. Tremendously costly experiments are con- 
stantly being made by business firms. 

Very decided profit results immediately from the ap- 
plication of research and investigation to salesmanage- 
ment, because there is so little exactness as yet in this 
department of administration. An increase of one per 
cent in the efficiency of the sales organization may mean 
hundreds of thousands of dollars in sales results. A 
sales organization operates largely on spirit and ideas, 
and is thus readily amenable to research developments of 
value. 

Among the subjects which are particularly live and 
generally interesting for research are the following; 
'Automobiles for Salesmen: 

Actual figures and facts concerning automobiles for 
salesmen as against travel by train; statistical 
comparisons by concerns which have used both 
methods; methods of routing, express system, 
service, ownership, etc. 
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Brunch Office Methods: 

Experiences and methods used in handling salesmen, 
districting of territory, etc. 

Bonus and Compensation Methods /or Salesmen: 

A 150 page analysis of prize, bonus and compensation 
methods; and salesmen's contract and commission 
arrangements. 

Correspondence Courses for Salesmen: 

Methods in use by firms as to form and delivei% 
reasons for their use, outlining special plans for 
study. 

Dealer Stimulation Methods: 

Study of various methods in use for getting dealers 
active in selling and cooperating with them ; many 
plans outlined. 

Efficiency of Sales Call: 

Report on methods of figuring the individual effi- 
ciency of salesmen and of rating them according 
to their various factors. 

Exclusive Agency and Branch Store Methods: 

Study of how Singer Sewing Machine Co., Globe 
Wernicke and other firms handle agency and ex- 
clusive dealers successfully. 

Exclusive Wholesale Agency Analysis: 

Study of method of operation of exclusive wholesale 
agencies. 

JoMing Map Analysis: 

Study of the grocery field, creating jobbing centers 
according to size of jobbing business, map 28x24i», 
marked with colored pins. 

Keeping Goods Fresh on Dealers^ Shelves: 

An analysis of methods of keeping perishable goods ^ 
up-to-date and fresh. 


.INQUIRIES INTO MANAGEMENT PROBLEMS 231 


Merchandising Flans — Compilation of Successful: 

A complete analysis of a great many plans of mer- 
cliandising and. the results of these plans in ac- 
tual experience. Detailed information on selling 
plans and campaigns of the country's most aggres- 
sive concerns. 

Merchandise Quotas — Estahlishing: 

* Definite figures and data for figuring apportionment 
of sales quo taSj ♦including a great many statistics 
and plans. 

Missionary Sales Methods: 

Analysis of various methods of handling missionary 
salesmen; breaking open new territory; cooperat- 
ing with jobbers, developing backward territory, 
etc. * 

Price Maintenance: 

200 page analysis of complete subjects of maintain- 
ing price; legal decisions, reproductions of agree- 
ments in use, etc. 

Pri^e Contest Analysis: 

Detailed study for methods used in consumer prize 
contests through advertising; exact figures of 
various firms^ experiences; legal restrictions, etc. 

Prize Systems for Retail Clerks: 

for retail clerks and jobbers’ salesmen; 
experiences and details. 

Sales Bulletins: 

Analysis of Sales Bulletins of various firms with 
illustrations of bulletins in actual use. 

Bales Conventions: 

Reasons for holding sales conventions, details of 
methods used and results of such conventions and 
their effect on the men. 



232 BUSINESS KESEAECH AND STATISTICS 


Sales Districting: 

Study of the different sales districts now used; 
methods of providing districts; compilation of 
facts concerning districts. 

Sales Manuals 

Complete report on sales manuals, giving concrete 
examples; compilation methods, sample chapters, 
ideal plan of contents, etc. 

Sales Manuals for Dealers^ Clerks: 

Standard outline of contents, errors and pitfalls 
to avoid, methods in use for securing the study of 
such manual. 

Sales Organimiion Chart: 

Blue print of ideal sales organization with instruc- 
tions; notes on best forms of sales organization. 
Salesmen Handling Advertising of House: 

Methods of instructing salesmen in advertising, 
training them^ making them representatives of 
advertising department and getting best adver- 
tising results. 

Sampling and Local Crmjo Work Methods: 

Exact methods of handling crews to best advantage; 
experiences, successful ideas. 

Schools for Salesmen: 

! Analysis of the various experiences of firms, small 
and large, and methods used in conducting sales 
schools; many details. 

131* Office mans^ement problems. — ^At one time in busi- 
ness history the office manager was a mere glorified cle^E 
or time-keeper, and dealt in a few simple routine details. 
The office manager of to-day is an executive of a high 
tjrpe. He is often more thoroughly alive to the need for* 
r^arches than executives in most other departments of 
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business, because be deals with a great many varied fac- 
tors, and bis practical mind seeks more exact solutions 
than he finds available. 

In practical effect, a good office manager, who grades 
to bis position thoroughly, is an efficiency engineer, a pro- 
duction manager w’ho has a technical task of turning 
out office work. As there is far less exact technical data 
available in office management than in factory produc- 
tion and management, there is considerable unknown 
ground to study. Also, there is capital opportunity for 
profit through more exact methods of management and 
the application of brains and research, because of the 
large amount of details involved. 

Among the problems of value to study, and which 
already have had research effort expended upon them are: 

1. Methods of Laying Out Offices for Highest 

Efficiency. 

2. Biling Methods Best Adapted to the Business. 

3. Training of Employees. 

4. Setting Standards for Eoutine Work. 

5. Increasing Efficiency of Correspondence. 

6. Methods of Operating Stenographic or Dictation 

machine Departments to Satisfy Executive Needs 
and Peculiarites. 

7. Systmn Methods and Forms. 

8. Symbolic Systems. 

9. Testing and Inquiry Into Office Equipment 

10. The Value of Standardization of Equipment. 

11. Efficiency Conference and Committee Methods. 

12. Efficient Handling of Incoming Mail. 

13. Best Method of Handling Callers and Solicitors. 

14. Comparative Tests of Fountain Pens vs. Slip Pens 
in Office Use. 
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15. I/%liting and Ventilation Methods. 

16. Bonus and Contest Plans for Office Workers. 

17. Tests for Employment of Various Types of Office 

Workers. 

18. Office Work Speed, Methods of Measuring and 

Increasing. 

19. Methods of Banking In and Following the Record 

of New Employees. 

20. Time Studies and Scientific Management in Office 
Work. 

132 , Research and purchasing management. — ^Purchasing 
once went by favor, and is now approaching a science. 
Where once orders were placed according to the most 
energetic salesmanship or graft or ‘^^piiiy’ now the 
initiative often comes from purchasing departments 
after exhaustive tests and researches. 

High class organizations purchasing immense quantities 
of material now employ experts and researcherg.. One 
large organization employs permanently an expert steel, 
an expert wood and an expert paint man who do not take 
the word of sellers, but test materials not only before 
purchase from samples, but after purchase. 

With the technical researches used in purchasing we 
will not concern ourselves here, as they are obvious, 
merely illustrating the strong and fixed tendgncy toward 
analysis which exists. 

Purchasing management in its non-technical aspects 
represents still further applications'^of the research idea. 
Even in the matter of qualities essential in a purchasiisg 
manager there is required some study and analysis. 

An excellent conception of the various types of prob- 
lems, difficulties and special divisions of study in pur-^ 
chasing may be had from the attached list of subjects 
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which are now or have been for some time under research : 
!• Correct Attitude Toward Sales Solicitation. 

2. Purchasing Method and the Organization of a 

Purchasing Department ( Illustrated ) . 

3. Purchasing System and Forms (Illustrated). 

4. Eelation of Purchasing to Budget Plans (Illus- 

trated). 

5. Terms, Discounts and Financing of Purchases. 

6. Eetail Purchasing Special Problems. 

7. Wholesale Purchasing Special Problems, 

8. Eailway and Public Utiliiy Purchasing Special 

Problems. 

9. Manufacturing Purchasing Special Problems. 

10. Purchasing Science in Eelation to Basic Tendencies 

and. General Business Conditions. 

11. Buying on the Speculative Basis. 

12. Purchasing Policies and Principles. 

13. Costs, Turnover and Profits in Eelation to Pur- 

chasing Science. 

14. Purchasing Standards, Inspection Methods and 

Systems. 

15. Inventory and Eequisition Methods. 

16. The Promotion of Economy and Education of 

Department Heads. 

17. Centsalization of Purchase and Its Possibilities 

and Limitations. 

18. Municipal and. Governmental Purchase Eeform and 

Economy. 

133. Broad advertising management problems. — Endless 
varieties of problems present themselves with regard to 
advertising, which is evolving out of moi^e or less mystery, 
" and has a thousand angles and ramifications. There are 
more points of contact, more units to deal with, more 
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unknown factors, more uncertainties and more arts and 
sciences, methods, mediums and tools involved in adver- 
tising than in perhaps any other division of business. In 
consequence there is a great deal of research which has 
never been done which is too expensive for most indi- 
vidual firms to undertake. University researches, fellow- 
ships and privately endowed efforts have made attempts 
with fair success. The American Association of Adver- 
tising Agents and the Association, of National Advertis- 
ers, the Advertising Bureau of the A. N. P. A., as well 
as individual advertisers, or small groups of them 
coSperatively, have undertaken specialized researches of 
limited scope. Little of a fundamental type of research 
is at present being conducted. 

Owing to the controlling nature of sales strategy over 
all advertising plans, merchandising researches have been 
considered more immediately important. However, funda- 
mental factors of investigation such as the following (to 
select a few among many) are bound to be studied more 
in detail in the near future: 

1. Analytical Study of Eesponsiveness to Advertising 

by Different Classes and Types of People. 

2. Study of the Beading Habits of Various T^es and 

Classes of People. 

3. Investigation of the Eelative Efficiency cf Argument 

in Advertising and the Indirect Appeal. 

4. Am Inquiry Into the Nature and Extent of the Loss 

of Advertising Effectiveness Because of Increased 

Volume of Advertising. 

5. Study of the Psychologic Suggestiveness of Various 

Types, Colors, Sizes, Shapes, etc., of Advertising. 

6. Analytical Study Into the Nature and Operation of ’ 

Goodwill, Reputation and Prestige. 


P 
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7. Tests as to Cumulative Effect lu Advertising; ratio 

and lengtii of time of development and of Disap- 
pearance after cessation of advertising. 

8. Eolation of Eeader Interest and Editorial Standing 

of Periodicals to Advertising Effectiveness. 

134. Teclmical advertising problems. — Tbe more immedi- 
ately useful types of advertising research which are of 
•directly profitable value are, of course, more numerous 
and varied. They include technical researches and mar- 
keting studies which are indispensable to the success of 
advertising, and may be partially listed as follows: 

1. Analysis of methods of fixing advertising appro- 

priations, 

2. Study of comparative strength of various types of 

media for specified uses ; also comparative 

strength of individual mediums in a group. 

3. Investigation of the effects of a campaign of adver- 
-Rising. 

4. Tests and analysis of proposed alternate series of 

advertising. 

5. Consumer investigations to check up the strength 

of various appeals and arguments. 

6. Study of dealer attitudes toward advertising. 

7. Comparative study of various forms of ^^dealer 

heips.^^ 

8. Tests and researches on trademark names, name con- 

fusion, etc. ^ 

9. Studies of reactions and preferences in regard to 

packages, shapes, labels, etc. 

135. Business finance management analysis. — ^Because of 
mere routine banking advice, or, as is so frequently the 
case, no banking or financial advice at all, the business 
world has long recorded 95% of failure among all those 
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who enter business. Reasons assigned tell their own 
story — ^the principal one is usually ^dnadequate capital/’ 
which is a polite way of saying financial mismanagement. 

With bankers narrowly uninformed on the creative 
operation of business, and business men without sound 
knowledge of business finance, there is little wonder 
that modern studies of the subject are opening up much 
that is new and profitable. Researches and analytical, 
digest of experience and method ar^ now being made by 
business research workers and definite steps forward are 
already occurring in business finance knowledge, espe- 
cially along the line of budgeting business operations 
and more scientific financing of credits. 

Among the items of business finance which have al- 
ready been receiving study by specialized business finance 
counselors and researchers are: 

1. Analysis of commercial credit relations with 

banks; methods of buying the use of money nnost 

cheaply. 

2. Best methods of financing new developments. 

3. Most modern methods of operating a treasurer’s 

department. 

4. Financial handling of trade acceptances. 

5. Most resultful methods of interesting new capital. 

6. Operation of a commercial business on^a budget 

plan. 

7. Best methods of adjustment of ^tock control ; new 

security issues, etc. 

8. Most modern methods of handling surplus funds. * 

9. Executive salary standards and methods of adjust- 

ment. 

IQ. Operation of speculative side of a business dealing 

with fluctuating basic raw materials. 
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11. Metliods of adjusting of price policies, discounts 

and terms. 

12. Best procedure under various financial difficulties. 

13. Business amortization applications and methods. 

136. Management by investigation rather than by opinion. 

— Like the proverbial fallacy of people generally, in 
thinking they can run a hotel, a railroad or edit a news- 
paper, so in a measure is the idea prevalent that man- 
’agement is a matter of second nature or inherent ability. 

Management, on tBe contrary, is more of a science than 
an art, and in consequence no man is ever fully master 
of the subject, just as no man can be master of any 
science. It is always in a state of growth, calling con- 
stantly for humility before the unknown factors. 

A very stimulative point of view along these lines was 
voiced by Herbert Casson, an American with efficiency 
training, who has done much to awaken England to her 
need ^f more knowledge on management. He outlines 
what he calls ^^The Seven Costly Mistakes in Manage- 
ment’’ They are: 

1. The mistake of thinking that authority is manage- 
ment . — ^Authority is not knowledge. Power is not tech- 
nique. No matter if you are the sole o^ner of your busi- 
ness, you are none the wiser because of that. 

Ownership is not education. On the contrary, the 
more you^wn, the more you must study and learn. 

Merely to give an order is not management. You must 
take the responsibility for that order being properly exe- 
-ipcuted. You cannot merely sit in your chair and say to 
your employees — ^^Go ahead. It’s up to you.” 

Management has its duties — ^this tremendous fact is 
slowly coming to the front. The coal operators — those 
duty-dodgers — are finding this out to their cost. 
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2. The mistake of not learning from your omn em- 
ployees. — The employer who always tells and never asks 
— ^who has a busy tongue and an idle ear — ^is cutting him- 
self off from his main source of information. 

Usually he is living in a fooFs paradise. He does not 
know the details — the methods — ^the wastes, of his own 
business. 

He is not really a manager. He is only Sir Oracle. 
And presently his employees discover that he prefers flat- " 
tery to efficiency. * 

An efficient employer, on the other hand, is always 
learning from his own people. He has a spirit of teach- 
ability, which inspires all his workers to learn more and 
to do better. 

3. The mistake of supposing that the size of a business 
is more important than its policy. — It is better to have 
a small business going up than a large business going 
down. 

The most important word in the language of business 
is not gross, but NET. 

Recently an American firm sold £10,000,000 worth of 
motor-cars in one year, yet it failed. Its expenses were 
£12,000,000 a year. It would have been a much better 
business if it had sold £12,000 worth of motors and made 
£2,000 profit. 

Size is not efficiency. It is not even safety, ^o rightly 
judge a firm, you must measure it by its policy and its 
results. 

4. The mistake of substituting a discussion for an in-^ 
vestigation. — Is it not true that almost every board of 
directors is nothing but a mere debating society? Is it 
not also true that they are concerned more with opinions 
than facts? 
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We are now having* hundreds of committees and con- 
ferences, very largely because managers in these perilous 
days are afraid to make up their minds. 

We must not think that five or six opinions are neces- 
sarily better than one. They may all be quite worthless. 

A firm should be run by FACTS, not by talk. No 
conference can ever take the place of an investigation. 
. If a conference is called, and it discovers that it is not 
in possession of the |acts, it should not proceed to decide 
matters. It should adjourn. 

5. The mistake of ilimking that managers, supervisors, 
experts, staff tramers, etc,, are non-producers , — ^Firms 
prosper when they have skilled management; and they 
fall behind when they have bad management 

It is not labor that makes success; it is LEADER- 
SHIP. 

The managing director can double the output by wise 
mans^ment He can therefore become the chief pro- 
ducer in the firm. 

A planning department can double the output with the 
same labor and the same machinery ; yet some directors 
regard a planning department as an expense. 

It is not the army that makes the general. That is 
silly Marxian nonsense. It is the general who makes the 
army. That is a shining truth that is being forgotten. 

6. The mistake of thinking that low wages mean low 
costs , — This is a n^atural mistake. It is made by nearly 
all beginners. But it is a mistake that has caused hun- 

Tireds of strikes and thousands of bankruptcies. 

The cheapness of an article does not depend on its 
price as much as on its value. 

A diamond may be cheap at £1,000 and brick may be 
dear at 2d. 
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A £3 suit of clothes may cost you twopence a day^ 
while a pound suit may cost you only a penny a day. 

So a worker at £4 a week may he worth, as a producer, 
£5 10s., while another worker at £2 a week is only worth 
£2 2s. You make £1 10s. gross profit on the first worker 
and 2s on the second. 

There would probably be a NET profit of 10s. a week 
on the one and a net loss of 4s. a w^eek on the other. 

7. The mistake of getting new Moldings and netv mor 
chinery when your present duildings and maeliinery are 
heing operated at only 50 or 60 per cent of their capacity, 
— ^Tt is vastly better to double the output of your present 
works than to double the size of it. . 

have seen many a factory spend a fortune on new 
buildings and new equipment, when it had plenty of un- 
used floorage and when the actual working time of its 
machinery was six hours a day. 

is a curious fact concerning a board of dil%t!tors 
that it will spend £50,000 on new buildings and new ma- 
chinery, and yet it will refuse to spend £500 on efficiency 
work and staff training, so as to increase the output of 
its present works. 

^^I venture to lay it down as an axiom of business that 
no firm should spend new capital on equipment until it 
is sure that its present equipment is being vmd to the 
best possible advantage/^ 


CHAPTEE XVII 


RESEARCHES INTO THE HUMAN FACTOR AS 
RELATING TO BUSINESS 

- 137. The pivotal Imman element in business. — In all di- 
rections in business itbe human element is encountered. 
These human relationships^ possibilities, limitations and 
developments are the crux and center of business. At 
the moment of writing the entire industrial world is 
halted with labor troubles small and large. A “hang 
over’^ of war psychology ajffects the peoples of the entire 
world and' business is in consequence abnormal. 

This ^diuman factor” is of course the key mystery for 
all research, beside which all other research is simple 
and eSsy. The increasingly troublesome nature of this 
human element in business is of course due to the increas- 
ing self-consciousness of the human units involved, their 
increasing education, sense of power and political co- 
hesion, and the increase of desires, standards and indi- 
viduality. To Tveld a mass of over 100 million human 
beings of many tongues and temperaments into a con- 
tented, eflSdent productive machine for mutual profit is 
a task of human organization straining all the knowl- 
edge we may possess. 

^ Added to this as a business problem is the need of the 
study of consumer psychology and of the psychology of 
distributors. The entire business program is therefore 
in a primary way, a program of successful mastery of 
the human factor. 
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Unfortunately, the human factor is in many ways an 
unknown factor. We know more about electricity or 
astronomy or fossils than we know about human nature. 
Slowly a body of knowledge of a valuable sort is being 
accumulated, and business men have recognized the im- 
portance of the problem. The writer is president of the 
Economic Psychology Association, which is an endeavor 
of prominent psychologists on the one hand and business 
men on the other hand to work out together some of thS 
problems involved. Already coilsiderable individual 
progress has been made by such men as Dr. H. T. Hol- 
lingworth of Columbia University, Dr. Walter Dill Scott, 
Prof. Hugo Miinsterberg, and others. Greneral intelligence 
and special vocational tests were made in great number 
during the war, thus enhancing modern knowledge on the 
subject. Some special endowments have been* made, and 
others should be, to facilitate fux'ther research. 

138 . Some uses of psychological inquiry already ployed. — 
The use of psychological research is already an approved 
thing. Extended experiments in many directions have 
proved of definite value. In fact, psychological labora- 
tory researches and experiments are now on a par with 
chemical, electrical or physical laboratory testing, for 
useful and concrete results. 

Among the uses to which psychological researches 
have been put successfully in business are: 

1. Salesmen for several concerns have been examined 
by means of psychological tests, and their test re- 
sults compared with their actual work in the fieW 
for a period of time thereafter. The two sets of 
data showed a correlation of as high as 90%, in- 
dicating that the good salemen could have been ^ 
chosen beforehand by means of the tests. 
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2. Measurements of advertisements, in the psycological 

laboratory, have several times been compared with 
the actual number of inquiries and sales produced 
by these advertisements when issued. The two 
sets of data show correlations ranging from 75% 
to 100%, indicating that the effective advertise- 
ments could have been chosen beforehand, and 
waste thus eliminated. 

3. Laboratory researches in advertising have been 

shown to be sQ fruitful in practical results that 
the Advertising Men’s League of New York and 
the Association of National Advertising Managers 
maintained for three years a Fellowship in Adver- 
tising in the Department of Psychology at Colum- 
bia University, the Fellow giving his full time to 
research in problems in the psychology of adver- 
tising. 

4. I^ychological tests have been found so useful in se- 

lecting clerical workers, telephone operators, and 
other office help that several concerns now use 
mental tests regularly in their placement depart- 
ments. 

5. A large industrial concern in New England had 

thirty efficiency experts in their employ meas- 
ured by psychological tests. Their records were 
compared with the judgment (independent) of 
three supervisors who had charge of the men. 
The tests and the judgments correlated by 
87%, indicating that this particular set of tests 
could correctly detect the competent efficiency 
expert 

6. A household commodity, the name and package for 

which are reported to have been determined in the 
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psychological laboratory, has proved to be a phe- 
nomenal commercial success. 

7. Psychological measurements of the degree of re- 

semblance and confusion between trade names 
and trade-marks are now being used in court, and 
when such measurements are compared with pre- 
vious decisions they show these haphazard opin- 
ion-decisions to be untrustworthy, and to require 
actual checking up by psychological measurement. 

8. Many of the foremost organizations, such as the 

National Electric Co. at Cleveland, and the East- 
man Kodak Co., maintain research psychologists 
on their staff, investigating such important topics 
as vision, illumination, color, etc. 

139. Psychological problems calling for research and solu- 
tion, — Such problems are almost innumerable, as almost 
all business problems have some angles of psychological 
mystery and incompleteness. Herewith are listed a 
group of problems which give a very wide range of appli- 
cation of the research method. 

1. Comparative study of the various methods now 
used by different prominent concerns in select- 
ing salesmen. How do these different methods 
work out in practice, how do their results com- 
pare with the actual efficiency of the paen chosen, 
what combination of the various methods would 
perhaps give most reliable results? 

3. Thorough psychological examination of each of a 
group of first-class salesmen and of each of 1! 
group of poor or mediocre salesmen, for the pur- 
pose of learning what the characteristics and 
traits of the first-class salesmen are, — ^what type 
of personality, intelligence, temperament, etc. 
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3. Formulation and trying out of a reliable set of 

mental tests for the selection of competent sales- 
men, clerical workers, etc. — tests whidi shall be 
more direct and more reliable than the random 
methods now used. 

4. 'Similar attempts to discover reliable tests for the 

selection of and detection of competent stenog- 
raphers, typewriters, secretaries, etc. 

5. Similar tests for selection of executives and also 

operatives such as telephone operators, inventors, 
machinists, etc. 

6. A study of moving advertising signs and moving 

window and shelf devices, as compared with sta- 
tionary devices, — determination of their relative 
merits and advantages, the most desirable types, 
their defects, etc. 

7. Study of standard pages and flat pages with adver- 
, tising next to reading matter. At present no 

one knows the relative value of these forms, and it 
should be accurately determined, for the sake of 
the advertiser, the publisher, and the public. 

8. What is the most economical distribution of work 

and rest for different types of work ? How much 
does this vary with the individual and the type 
of vj’ork? To what degree can general rules of 
practice be formulated? 

9. Discovery of tests which shall measure such import- 

ant traits of personality as persistence, competi- 
tiveness, ingenuity, inventiveness, and similar 
traits, in some such way as “general intelligence,” 
can now be measured. 

10. A study of the influence of mild doses of drugs 

(■such as caffein, nicotine, etc.) on the efficiency 
of workers in different types of work. 
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11. Belialble and accurate measurements of tlie degree 

of confusion between two trade-marks or trade 
names, so that tbe question of infringement need 
no longer be a mere matter of opinion of some 
judge or commissioner. 

12. A study of the relative legibility of different kinds 

of type, and selection of the most easily read and 
least fatiguing type face. 

13. Studies of the influence of^time of day on such 

factors as efficiency, fatigue, accidents, death, etc. 

14. Studies of the influence of temperature, ventila- 

tion, etc., on the ability and efficiency of various 
kinds of workers, in factory, shop, store, office, 
school, etc. 

15. A study of men, women and children as- purchasers. 

What do the various groups buy, as a matter of 
fact? How can each group be best appealed to? 
What differences do they display as purchasers? 

16. A study of retail selling (selling over the counter) 

from the psychological point of view. 

17. To what degree can one judge character from pho- 

tography? How much value is there in the com- 
mon practice of requiring applicants for jobs to 
send photographs? Can one judge some traits, 
but not others, from a photograph?^ 

18. How reliable are letters of applicants as signs of 

ability of different sorts? Ko one has ever made 
a study of such materials, yet they are relied on 
daily in selecting applicants. 

19. What traits should be inquired about in requests 

for information as to the qualifications of appli- 
cants for different kinds of work? Are people^s" 
judgments of some traits more reliable than 
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their judgments of other traits? How much do 
different people differ in their judgments of the 
traits of others? Are some people better judges 
than others? 

20. A study of functional periodicity in women and a 

determination of the degree to which it inter- 
feres with their efficiency as a matter of fact. 
Most opinions of this matter are mere supposition, 
and the problem should be investigated experi- 
mentally and accurately. 

21. Educational Qualities Used in Business — study 

of the qualities of use or of hindrance in busi- 
ness activity. 

22. The Psychology of the Public’s reading habits; 

amotunt, character and tendencies of the reading 
propensities of people. 

23. Study of Public Prejudices — ^how formed and how 
t it operates. 

24. The Psychology of Esprit de Corps in business or- 

ganizations. 

25. The Psychological Effects of Specialization. 

26. The Employee Attitude of Mind; to what ex- 

tent there is a recognizable state of mind 
developed as a result of employment under 
supervisors. 

27. Buying Characteristics of the Public — study of 

traits shown, in the purchase of goods by con- 
sumers. 

A Study of Prestige — its elements and its develop- 
ment. 

29. An Analysis of Inefficiency — ^what are the mental 
traits and characteristics of the chronically in- 
efficient? 
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30. Various special problems could be undertaken as 
proposed bj individual members of the associa- 
tion, — questions bearing immediately on their 
particular interests and businesses. 


CHAPTER XVIII 


GRAPHIC CHARTS AND MAPS AND THEIR PART IN 
RESEARCH 

140. Hie average CKecutive’s need for grapMc metliods.— 
Statisticians, bookkeepers, auditors and all who habitu- 
ally work with figures, develop a special faculty of read- 
ing figures quickly. It is their language — ^they have a 
life long training at it. Even they, however, are incap- 
able often of seeing figures in their proper perspective — 
simply because they are so close to them. 

But the average executive, or member of a board of 
directors is entirely helpless to grasp the correct rela- 
tionship which figures are supposed to give, without a 
great deal of time and special care. Figures are brain 
energy wasters because they do not provide an eye-meas- 
ure of differences and relationships — they compel the use 
of a mathematical imagination — ^which few people have 
to any well developed degree. Yet, even to one who has 
a well developed faculty for figures there is a limit to 
which a human brain can go in grasping ideas repre- 
sented by figures, because figures were never meant to 
convey ideas, and to require them to do so is to greatly 
^rain their capacity and limit the understanding of the 
reader of the vital ideas and facts which those figures 
would have to show if they were assisted by the graphic 
method. 

Here is a typical illustration of how the head of a 
company came to use graphic methods extensively: 

251 
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The president of the company expressed decided an- 
noyance one day when the auditor brought some statistics 
on large sheets, which bafSled him to grasp properly. 
^^For goodness sake, man,’^ he exclaimed, ^^find some way 
of showing me something without making me choke try- 
ing to swallow a barrel of figures 

The auditor grumbled something about how some folks 
were like children when it came to figures; but he knew 
an ultimatum when he came up agp.inst one, and he con- 
sulted special counsel at once to help give his boss some 
easy way to understand the currents and cross-currents 
of finance, sales, costs, etc. 

To-day that president slips in his breast pocket each 
week-end a special loose leaf binder holding as many as 
a dozen or twenty graphic charts of uniform size, from 
which he can get his bearings about many aspects of the 
business, almost instantaneously. He is able to detect 
tendencies in the trend of the business, while going up- 
town in his car, which he missed after pouring labori- 
ously and fretfully over masses of figures. He is now 
given some glimpses of side aspects of his business which 
he thought he never could take time to look into, and 
which, he is constantly surprised to discover, have a 
far more important meaning than he ever imagined they 
could have. 

Just for instance, he overheard something one of his 
salesmen said one day about deciding to ^^make a cooler 
place and a more comfortable hotel over Sunday.’^ The 
more he thought over this apparently commonplace re- 
mark, the more he became convinced that there were 
things back of it which he ought to investigate. How 
much extra traveling expense was it costing him to keep " 
Ms salesmen personally comfortable? How many first 
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class prospects were sidetracked to accommodate the 
personal notions of salesmen? 

So he had a chart made showing the percentage of 
long jumps made by his fifteen principal salesmen. The 
result was revelation — also revolution. 

As a result, this president is almost a crank on the 
subject of the use of graphic charts in business. He 
•won’t look at sheets of figures. “I must see a group of 
figures in their proper relation and perspective/’ he says, 
“I am not a high dimension mathematical wi25ard to 
whom figures are pictures — I can judge them only when 
they are delineated in relation and contrasts such as my 
eye and ordinary brain are accustomed to. Why torture 
my brain with the cumbersome way, when the graphic 
way is so much better ? Scientists and engineers who must 
deal in complicated subjects long ago gave up trying to 
grasp a situation from a mass of loose figures — they de- 
veloped and perfected the graphic chart. Business is 
getting more and more complicated, and yet a man in 
my position very much needs to keep his finger on the 
pulses. The smallest detail, in a large business, often 
yields the easiest profits. I have saved |fi0,000 a year in 
the past three months through detecting things I could 
never have time to study but for the graphic chart.” 

141. Eesearch and analysis made easier with charts. — 
Fundamental facts are made clearer and easier to see as 
soon as charted. The general manager of a great pack- 
Jpg house in the west, noted for its intensely close study 
of detail, one day asked for a graphic chart depicting the 
^^valley” in the load-carrying career of the company’s 
privately owned refrigerator cars; and of course noted 
that more than half of the time many of these cars were 
empty — either on the side-track or en-route home. Next 
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Jie liad prepared a geographical chart showing the loca- 
tion of the cars while empty. Then, after studying the 
naost abundant products of the regions affected, he acted. 
“Prepare a fruit canning and preserving factory,” he or- 
dered. “We can fldl our empties with fruit coming back 
and therefore shave off costs enough to underbid the aver- 
age canner and preserver.” This is the explanation of 
the strange anomaly of pork packers beginning to sell 
preserved fruits. 

Of course, charts are frequently used for simple things 
which everybody thinks of, such as the relation of costs 
to profits, but this is simply dipping into the possibilities 
of the method. They are too frequently looked at as toys 
or novelties and not as working tools, as they might be. 
An interesting thing about the systematic use of charts 
is that matters formerly dull and meaningless become 
invested with deep interest. 

Take the matter of “Cessations” in a sales office. A 
certain world famous concern discovered not so long ago 
that during the year past it had lost 1,100 accounts with 
retailers. This was not an alarming percentage when 
contrasted with past years, and nobody around the office 
had thought it particularly worth while noticing until 
a graphic chart was made showing the relation of new 
accounts to cessations. What had snugly been regarded 
as progres.s then came embarrassingly close to mere “hold, 
ing on.” The general manager order,ed an investigation 
— another graphic chart, to show causes of cessations. 
But the auditor reported inability to get at causes, be- 
cause in most cases none had been reported. When the 
general manager went a good many feet up in the air 
over this, the whole sales staff was grieved at what it * 
considered a tempest in a teapot. But to-day that con- 
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cem requires tlie most tiiorough. reports from its sales- 
meu on tiie road. This makes considerable detail work 
necessary; but the company is proceeding with full 
light on every step made, as a result. Graphic charts 
are now possible once a month, showing the details of 
cessations, The reasons why dealers quit are now so 
geographically available that when the credit department 
incurs enmity by being over-drastic in collection, or 
when the shipping dejpartment is ^^falling down,^’ or when 
the factory is making goods ^^off standard/’ or when com- 
petition is developing strength, the exact facts in ratio 
come home to roost conspicuously on the graphic chart, 
in very short time. 

Before the time of the charts or salesmen’s reports, 
any one of these things might have been sapping the 
firm’s success for months and years before discovery. 
Scores of concerns hear nothing from their salesmen 
when-a dealer turns him down, whereas the reasons for 
his turn downs may be quite as important as his orders, 
in shaping manufacture, sales and advertising policy. 

But graphic charts are valuable not only when analyz- 
ing details of house business, but also in studying related 
things outside. 

142. Charting sales and advertising factors.— A certain 
salesmanag^r grew tired not long ago of hearing his dis- 
trict men report ‘^depression” and “slackness” as excuses 
for lack of orders.# They would say, most convincingly, 
“Why, it’s really lucky that I’ve done even as well as 
this. You have no idea how dull things are in our town.” 
The alert salesmanager, knowing that depression was in 
truth a general factor, nevertheless felt dissatished. He 
had prepared a series of graphic charts, one for each dis- 
trict, showing a composite line averaging the bank clear- 
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ingB, building activity, etc., then he had laid on these 
charts the record in sales of the district managers, to 
make a contrast and comparison with the line showing 
average business conditions. Whenever a district man’s 
salesdine ducked under the line of business conditions he 
got a letter asking for an explanation, and when they 
soared above appreciably he got congratulations. The 
recipients of the latter kind of letter were tickled, and, 
talked about it, and the entire selling line was gingered 
up by this simple fact — method of keeping tab. The 
honest men were relieved to know that the boss wouldn’t 
accuse them of excuses if they were hit by special dull- 
ness; and the professional excuse makers were spotted 
beautifully. 

In the advertising office especially wide u§e of the 
graphic chart is profitable. For instance, there is no 
more graphic method possible to show the proportioning 
of an appropriation, either exhibit to house executives, 
directors, stockholders, or to dealers as part of a cam- 
paign — than to divide a circle into segments of calculated 
ratios for each subdivision of expenditure (see illustra- 
tion). It instantly masses for the eye the ratios of ex- 
penditure, and proves an effect far more positive on the 
mind than any table of figures would. 

Again, the graphic chart affords a graphic method of 
studying the relation of results to expenditure. By plot- 
ting a line to represent cost of all kinds of advertising, 
and plotting on top of it another line, coordinated in 
value to the other, some valuable deductions are possible^ 

Season charts, indicating when the ^Valley of lowest 
results” occurs are very suggestive. So are charts show- 
ing the upward or downward movement of the rating of 
the dealers being stocked (to show whether the goods is 
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going into the bigger or the smaller stores). Sometimes 
saies-stajffs unconsciously get into the habit either of 
ignoring the small dealer or inversely ^^get scared of the 
big fellow and going for the easy one.’’ Charts showing 
dealer’s average monthly or annual consumption; vol- 
ume of trade per 1,000 population in any section (or 
group of sections contrasted) ; volume of purchases con- 
.trasted by class of customers or class of dealers — ^these 
are pretty sure to give rich food for thought when 
studied. Charts contrasting the fluctuation of profit 
with fluctuation in selling expense and cost are really 
vital. Such matters really cannot be studied more ef- 
fectively in any other way except by charts. 

143, Securing proper information for charting. — ^Next to 
the importance of the use of the charts themselves is the 
seriousness with which the matter of securing data for 
charts is undertaken. 

Ordinary routine statistics about a business are, as a 
rule, not the kind of facts which are most valuable. The 
facts which are the most vital and important are usu- 
ally the most difficult to obtain. The cost of them is 
often high, but this must all carefully be judged in 
relation to the results which will follow the careful study 
and use of such facts. 

Ordinary hack-statisticians or accountants will chart 
the same old standard time-honored line of information 
which as a rule is a backward rather than a forward look 
into the business, without meaning and without possi- 
Sflity of adequate comparisons and analysis. As a mat- 
ter of fact, it is as a rule, inadvisable to use statistics 
for charting purposes which are secured solely from ac- 
counting records alone, as a great many other factors 
require to be charted, in order to properly study the 
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business. In otber words, the charts which executives 
are to study are by no means only the charts which are 
made up from the bookkeeping and system form records, 
which are in the main mere records of routine past per- 
formance, without even complete detailed information 
of this kind. Field investigations, researches, new data, 
comparisons and surveys are often more needed than 
any information already in the office. 

If an electric tabulating machine system is used 
whereby full and complete details can be quickly calcu- 
lated so that the results may be charted in time for the 
application of the knowledge thus gained, the range of 
charting possibilities is widely increased in a most highly 
valuable manner. 


CHAPTEE XIX 


THE CONVINCING PRESENTATION OP FACTS 

^ 144. Making reports ef ective. — ^Many a very able official 
executive^ consultant or research, man has never secured 
full acceptance and credit for his effort for the simple 
reason that Ms reports have not done him justice. 

The business of to-day is largely done by representa- 
tion on paper. Not only has -the increasingly large size 
of business corporations made it impossible to maintain 
the o-ld standards of personal contact, but the principles 
of efficiency have demanded that things*" be in vuiting, 
rather than in conversation. 

Whereas a man was in close personal touch constantly 
with his employer, and was able to make his personality 
count in rendering verbally his reports and opinions, to- 
day the facts are presented to most executives in any 
business of size o% paper. 

As a result, the making of reports has become a very 
important and vital part of any executive or research 
job. He must be able to know what facts are important, 
to present those facts convincingly, clearly and in logical 
sequence, and also to be sure that he has all the facts, 
and all sides of the facts which executives higher up 
might want. In older times when executives drew out 
of their subordinates verbal reports and explanations, 
it was possible to depend upon cross-examination to get 
► all that the executives wanted; but to-day the whole 
case, in all particulars, must be worked out by the sub- 
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ordinate executives and placed before the chief executive. 

The making of such reports, therefore, becomes a new 
department of technique in executive work and respon- 
sibility, and every executive should be keen to know how 
to meet it 

Many fateful decisions are made about a man’s capacity 
and ability after any inadequacy, incompleteness or care- 
lessness in the preparation of reports. 

145. The elements of a good report. — ^Let us take first 
the simpler form of reports. Theae elements and prin- 
ciples in the main are: 

1. Pertinence. 

2. Direct presentation of facts. 

3. Logical sequence of facts; adequate data in back- 

ing up subdivisions, statements ; conservative 
handling •of facts; clear summaries' and con- 
clusions. 

4. The spirit of the report — ^its fairness, its clear-mind- 

edness, the arrangement of the most important, 
important and least important elements. 

As a matter of fact, the first great essential in the 
making of reports is ability to think clearly. The report 
must first have its perfected existence in the mind of the 
writer. This ability to think clearly is not something 
which can be acquired like some other smaller kind of 
technique — ^it is something which must be cultivated over 
a long period, but it should be cultivated just like one 
cultivates the technique of a game of tennis or golf. As a 
matter of fact, thinking is nothing less than the appli^- 
tion of the will to a specific problem, its orderly and in- 
telligent dissection into parts, the arrangement of these 
parts into the more important, the less important and 
the least important, the securing of facts necessary to 
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form jndgments, and tlie use of the powers of reasoning 
and logic and imagination to construct a plan out of 
these elements which will reach the required solution. 

Patience, concentration and application of ordinary 
principles of common sense are the most important ele- 
ments of clear thinking, and it must not for a moment 
be thought that the making of any reports or the analysis 
of any subject requiies necessarily any superhuman 
■brilliance or genius. The most of the so-called brilliant 
work on analysis and reports is composed mainly of the 
most painstaking, hardworking care with detail and 
clear-sighted handling of facts and conditions. The chief 
thing the matter with reports, as a rule, is that they are 
scatter-brained, incomplete, with a point of view too 
close to detail, or too little of detail, too biased with 
some personal point of view, or too pati5»^f^nd without 
point High grade executives desire to have subordinates 
come to them with conclusions^ not with questions un- 
solved or half solved. 

146. Graphic illustrations of reports. — ^There is no doubt 
but that graphic charts are of very great assistance in 
making any report understood and appreciated. Such 
graphic material may be used either as part of the re- 
port itself, or in the shape of special size charts or blue 
prints to be tacked temporarily on the wall while the re- 
port is being considered. 

It is easy to overdo this chart matter, however. To 
appear to make up' in variegated colors and designings 
fw what a report may lack in analysis, investigation and 
clear thinking is a strategic mistake. 

In the first place it must be carefully attended to that 
the charts be made for really useful purposes, built to 
the individual need of the executives and the individual 
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business. The chief temptation in the handling of charts 
is to make charts for their own sake rather than for the 
■use to which they will be put. Very frequently the statis- 
tician or chart-maker has not the flexibility of mind 
which will enable him to carefully study the particular 
needs of the executives and the line of business and thus 
produce charts which will serve the business rather than 
impede the handling of business information. 

In order to get full value out of charts, conferences* 
will be necessary between the exec!litive heads and the 
chart specialists to work out from both the point of view 
of the executive and the chart-maker just what details 
of business are important -fo chart. Often certain per- 
sonal preferences and peculiarities of the executives give 
hints to the.,g^phic statistician to prepare charts of a 
certain kind. ±l>should be particularly the work of the 
statistician to give the executive no more complicated 
charts than he can fully understand and get value from. 

If the complicated chart is a necessity, due to the com- 
plicated business, then it should be made in order to 
work with the executive until he fully understands such 
a complicated chart and is not annoyed or confused. 

147. Standardizing chart shapes and sizes. — The shape 
and form of charts are also extremely important in the 
matter of getting value out of them. Quite frequently 
charts are carelessly prepared in sizes, shajfes and de- 
signs without coherent plan or any thought of the execu- 
tive who must carry them about wifii him and handle 
them. It is impractical to handle charts in such a care** 
less way, and there should be a standard form and shape 
and plan for them. For instance, perhaps the most uni- 
versely practical method of handling them is to have , 
three-ring leather binder, preferably with a stiflf cover, 
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in wMcii the charts are permanently kept The charts 
are all put on the same size sheet — 8^x11. If a large 
chart is necessary it can he folded one or two times and 
made np from special chart paper and punched to fit the 
hinder. Only a most exceptional situation would need 
charting which will not he easily handled in such a 
manner. 

, When the charts are in this form it is possible for a 
man to carry the hinder with him in an ordinary carry- 
ing case in traveling to and fro from home, or in making 
other travel visits; or if desired it can readily fit into 
a standard vertical file in a desk <lrawer or filing cabinet 
in his office. In this way the*charts may be kept in good 
order, filed in their proper rotation and, if necessary, 
under classified headings and thus serv^il^^f the good 
purposes which charts can serve. ^ 

It is important that an executive train himself to con- 
sult ^hese charts regularly and give attention to the 
details, carrying in his head a general mental picture 
of the situation, and having these charts brought up to 
date constantly so that the picture will he complete. 

148. Attention and respect for charts. — An executive 
should he constantly studying the charts for variations 
in and comparisons with the vital factors in which he 
is interested. It is this purpose alone which the charts 
are best designed to serve — ^to give a graphic indication 
of variations, comparisons and relationship between 
different sets of facts and figures. It is important that 
stich charts not only represent; factors of immediate 
activity, but also have their proper comparisons and re- 
lations with facts and figures, reaching backward into 
the business for several years or more. On the other 
hand, by means of estimated or budgeted projection, 
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charts can indicate the probable or expected line of travel 
of the various curves plotted on the chart for years ahead. 

In other words the great and principal value of charts 
will be to picture trend and give a correct perspective 
of the facts of the present day in the light of the facts 
of the past and of the expected future. 

It is a mistake frequently made by executives to con- 
sult such charts at odd intervals. One of the most valu; 
able habits in regard to charts is to consult them with 
regularity, and to have them brought up to date with 
regularity. This is for the purpose that charts and their 
attendant statistics may serve not only as a record of 
the past, but an actual immediate guide in managing the 
present and preparing for the future. If the charts are 
worth anyifelyjiff at all, they are at their best„when indi- 
cating a trend^ advance of what the ordinary study of 
figures might indicate, and thus ringing a warning bell 
at the longest possible distance ahead of the events jvMch 
should be anticipated and provided for. 

149. Chart systems and plans. — It is frequently desirable 
that a complete system of charts and a plan for handling 
them be devised, so that different executives in different 
departments, etc., can study the same charts at the same ^ 
time and thus be prepared for discussions in conferences. 
It is therefore necessary that the original charts be pre- 
pared with a special view towards making Either blue- 
prints or photographs or duplicates, and that a series of 
binders be prepared so that each executive may secure 
the proper insertions at the proper time. *** 

In order to set in motion the right kind of a system of 
this sort, a conference is necessary at which all the details 
which each executive wishes to have charted are to be - 
worked out and the schedule be prepared so that a system 


THE CONVINCING PEESENTATION OP PACTS 265 


can be inaugurated. There may be necessary a special 
set of charts for the president; or a special one also for 
the Board of Directors ; or a special chart for other ab- 
sentee owners or principals. In addition, there are prob- 
ably required — or at least should fee required — special 
sets of charts for each of the principal executives, so that 
each of them may understand something of the facts of 
the rest of the business as well as those of his own de- 
partment. Especially when a business is operated on a 
general budget plan 'is this important, as then the in- 
centive and stimulation which lies in seeing clearly the 
relationship of the performance of one department meas- 
ured graphically in contrast with the performance of 
another department may be given. It is therefore of the 
highest value for increased efficiency if one department 
sees its own relation to its budgeted fall, while 

the budgeted quota of another department rises above 
the 14^6 of expectation. Such a method of charting the 
budget quota has a distinct bearing upon a charting sys- 
tem as such a charting system should be a part of every 
modern budgeting system. Although it is not generally 
known, the factors of efficiency even in the general offices 
of a company may be just as readily charted as the sales 
records of a sales department. The performance of a 
department by means of the budget plan and carefully 
analyzed de1;ails provide a chartable measure of perform- 
ance for practicall;^^ any department in a .business, and 
therefore makes available all the stimulation which a 
charting plan may have to all the departments. 

Special binders stamped with the name of the indivi- 
dual, or the department in a business, should be provided, 
• with special indexes for that particular department, be- 
hind which the charts as they are provided can be filed. 
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If it seems desirable, duplicate copies of band-drawn 
charts can be used; but in cases of fairly complicated 
types of charts, it is usually better to draw the original 
on tracing paper and have blueprints made; or else have 
some photographs and secure positives (not negatives). 

It will round out such a chart system if a number of 
investigations are constantly undertaken to secure the 
type of information which executives ought to have in 
order to study the fundamental trends and the field con- 
ditions from an outside point of view, which it is im- 
possible to get actively or even disinterestedly from with- 
in the organization. It is hardly to be expected that 
only statistics produced fnom the inside alone will be 
sufficient for the proper guidance of a business; and 
therefore a ^hart system for executives is incomplete un- 
less a place km2^ for such investigations and the proper 
facts developed. 

It is also the fact that in a great many ins^nces 
there is not available the adequate information or train- 
ing in securing information or analyzing records in order 
to get the basis for the charts which an executive should 
have. In this case it is highly advisable to secure the 
services of trained statisticians and chartographers who 
will carefully work over the business of the company in 
order to make a chart and secure the right kind of data 
and put the matter upon a standardized ba^sis so that 
the ordinary executive can follow the plan after he leaves, 
without complication. 

150. The reading of reports. — It is a common belief thSt 
in order to insure a report being convincingly presented 
— or read at all — it should be read aloud by the author. 
There is sound common sense in this under certain cir- - 
cumstances, if the author has a good voice, will adjust Ms 
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speed of reading to his audience, and will give proper 
emphasis and shadings to the reading. Otherwise the 
report had better be read by someone else. 

There are those who cannot follow another’s reading; 
but then there are also those who cannot be brought to 
read a report, or at least carefully. On the other hand 
there are many very able executives who have become 
^ used to forming judgments in a deliberate way in their 
office or at home, after reading careful reports. They far 
prefer to operate their mind in this manner and are irri- 
tated and upset by any pressure to change this habit. A 
compromise is to read if possible a report to an executive 
who has failed after a time to read it himself. Or, if all 
efforts are unavailing, then at least the summaries and 
conclusions should be read, by the au^#^ or by the 
executive while the author waits. The^if a mere reading 
of a summary leaves a question, the author is present to 
mak|^ verbal synopsis of the report on that point 
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BIAS, EREOR, APPROXIMATION AND ESTIMATE 

151. Tte uatmre and inevitability of error. — Few people^ 
besides trained statisticians appreciate the large part 
which possible error must figure in all effort to ascertain 
fact. Xor do they appreciate how inescapable error and 
mere approximation is. The popular notion of a statis- 
tician (when this notion is not cynical) is that statis- 
ticians can or should provide rigidly exact fact. Unin- 
formed busi^^ggsinen who hire statistical work done for 
them often lookife rigid exactness to a degree impossible 
to render. 

Eight at this point is necessary some educatioj^both 
for the business man and the statistical and research 
worker. The business man requires to understand that 
there is no such thing as complete accuracy. There is 
no perfect measurement for anything, precisely as there 
is no perfectly straight line. No way is known yet to 
weigh anything lighter than 1/10% of a milligram* 
Even the astronomers at Greenwich, with highly per- 
fected apparatus, cannot measure anything^ less than 
1/100 part of a second of time. 

All statistical effort is therefore open to a small or 
large degree of possibility of error. To criticize statis- 
tical work because it is not infallibly correct, or because 
conscientious researchers or statisticians must refuse to 
claim "absolute correctness” of their work is to be ^ 
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ignorant of the very nature of fact. To be dissatisfied 
and distrustful of results for which 100% accuracy is 
not claimed, or for which only 60 or 70% accuracy is 
claimed is also an ignorant proceeding. 

152. Business men and statistical margin of error. — 
Since the confidence of the business man in the statistics 
provided is a most important part of statistical service, 
,this situation is an exceedingly delicate one. If, on the 
one hand, the statistican takes pains to impress upon the 
business man the degree of possible error and the factors 
of uncertainty in any given piece of data, he often takes 
all the heart out of the business man in using such data 
since his mind is not accustomed to appreciation in de- 
grees. He often either must believe in it as absolutely 
true or entirely wrong. He cannot understand statistics 
which, from his point of view, are feCufirue and half 
wrong. Or, if he is not so grossly simple-minded as this, 
he dislikes spending time over academic uncertainties 
and margins of error. He operates his business on the 
modern principle that he likes his subordinates to come 
to him with finalities and conclusions, not with questions 
and uncertainties. Therefore he dislikes statisticians, 
who present him with facts which are half right, or three- 
quarters correct, or are hedged about with a cloud of 
and ^^buts.^’ 

Here then we come upon the education which statis- 
ticians need in d.ealing with business. They must be- 
come business men to a sufficient extent to know the 
practical necessities and aims of business, so that they 
will speak not purely as professional statisticians, but 
ds business men with statistical training. They will 
then subordinate the professional details in making re- 
ports, and render results from a practical business point 
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of view, estimating the chances of error and calculating 
it correctly, but not obtruding unnecessary doubts and 
qualifications merely to be professionally exact. Beyond 
a certain point in any problem it is unnecessary for 
business purposes to be more exact, or too expensive to 
seek greater accuracy. To judge this matter is one of 
business intelligence, plus statistical knowledge of the 
factor of error. 

The statistician who would figure costs of labor per 
second would be fantastic; the effort to get populations 
of cities correct to within 100 would be wasteful non- 
sense, even if possible; the effort to secure production 
figures for an entire industry filled with many small 
manufacturers so that they would be even 95% correct 
would be i»>Ji|ianv cases impossible. Statistics for busi- 
ness use must BS^conceived from the basis not only of 
practical need but from the basis of relative importance 
of error in different types of data, so that in sucji/^ata 
where a high degree of importance of accuracy is present 
the highest degree of accuracy consistent with expendi- 
tures advisable will be made; and so that on the other 
hand where rough approximation will be entirely 
practical no useless time and expenditure will be made. 

153. Errors of carelessness, misprint and omission. — 
Figure-s are the most troublesome of all data to handle. 
They present unusually large chance of upset, error, 
miscalculation, omission and misprint. It is or should 
be part of the special training of statisticians and re- 
search workers that they handle figures with a conscious 
technique, just as a foundryman handles molten metal 
or a laboratory worker handles germs or poison or gases 
or explosive material. Figures have a high possibility " 
of error in transcription, owing to the human equation 
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involved, and for this reason as little as possible should 
be left to human hands. The use of adding and calcu- 
lating machines, the use of photographic machines for 
reproduction of tables or data and careful proofreading 
are highly advisable. Statistics taken from magazines 
and newspapers have a grave possibility of error and 
mix-up, due to hasty handling. Even the official govern- 
ment reports are known to have a certain percentage 
of mispiint and error. In business matters of great im- 
portance, data should invariably be traced to the original 
sources. 

Oddly enough, even the most careful statisticians 
sometimes make rather grave errors, usually those of 
omission or narrow perspectives, rather than those of 
miscalculation or carelessness. Their WT 5 ;?»care breeds 
a closeness to detail which shuts ouM>f view highly im- 
portant data which from general angles of consideration 
shoijld be included. 

The close coordination of business knowledge and 
statistical research technique is shown here to be the 
ideal method of operation, as it saves time, energy and 
possibility of error and annoyance. Balanced faculties 
of these kinds function to the best advantage and obviate 
that type of error which is most serious of all, the error 
of general misconception of the problem and the factors 
entering into it. 

All researches f^ould be outlined in advance in con- 
siderable detail, and desirable standards of accuracy set 
in percentage figures, both for the whole research and 
for important parts of it, since not the same standard 
or degree of accuracy is possible for all parts of an in- 
vestigation. This tends further to avoid errors of 
omission, and is a check upon carelessness. 
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The finished result should also indicate all deviations 
from any standards of accuracy set, or any abnormalities, 
circumstantial limitations or doubts which have, by their 
degree of possible error a possible practical effect upon 
results. 

It must not be forgotten that a total cannot be any 
more accurate than any item making up such total; which 
illustrates the surreptitious manner in which a minor 
item may gravely affect a major one. 

There are two types of errors or carelessness in cal- 
culation, one of which is the compensating type of error 
and the other the cumulative type. By compensating 
type of error is meant the l?ind which adjusts itself be- 
cause of the large number of units involved, and by cu- 
mulative ema >r is meant the kind of error which, quite 
the contraryT^SShsisnes that much worse with each unit 
counted. If a clerk measures with yard stick too short, 
the volume of the error grows with each additional jard 
of measurement, forming cumulative error. On th^other 
hand, when in the trenches in France our doughboys 
were asked by the men handling the guns to estimate by 
eye-measure the distance to a certain tree or landmark, 
the guesses of none of the soldiers was accurate individu- 
ally, but the more soldiers who guessed, the more accurate 
became the average of all the guesses. The error in this 
case was compensating, because just as many soldiers 
were sure to guess short as long. 

There is considerable more technique in error from a 
professionally statistical point of view, which will better 
be studied in such volumes as "Elements of Statistics’’ 
(Bowley) ; “An Introduction to Statistical Method” 
(Secrist) ; “Elements of Statistical Method” (King) ; and 
“Statistical Averages” (Zizek). 
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154. The two kinds of bias. — Since bias is deadly to re- 
liable research results, it must be closely watched and 
eliminated or calculated. Bias differs from error in 
that bias is intention, conscious or unconscious, to influ- 
ence the result. Bias in the investigator needs no discus- 
sion, as it is so obviously fatal to true result. The employ- 
ment of biased investigators is folly, if not dishonesty. 

The bias with which researchers have most usually to 
do is the data which is collected from inavoidably biased 
sources. All those very close to a situation develop bias, 
and it must constantly be guarded against. Neverthe- 
less, it is usually necessary to collect data from those 
close to the matter under iifvestigation. 

There is a known direction, which the two kinds of 
bias takes. There is the bias of those wji,"y%ave an in- 
terest, conscious or subconscious, in Seeing data taking 
a certain course. Their combined estimates are bound 
to biLtoo high or too low by the ratio which corresponds 
to the estimated strength of their bias. This ratio must 
be deducted or added. For instance, it is charged by 
some that the group of employers who under the name 
of the National Industrial Council investigated the facts 
as to the rise in cost of living, estimated the rise of cost 
of living too low on the one hand, and the rise in the level 
of wmges too high. Labor sympathizers on the other 
hand, it is* charged, exhibited bias in the opposite direc- 
tions, estimating tbe cost of living increases too high (by 
obtaining their figures from too narrow a range of family 
^rchases) and by estimating wage increases too low 
(too utterly discounting the stability of war time wages). 
We ^have here a prominent example of bias working in 
opposite directions, according to the character of the bias, 
but all calculable from the nature of such bias. 



274 BUSINESS EESEARCH ANB STATISTICS 


On tlie other hand, another type of bias requires differ- 
ent calculation. If any average group of men or women 
are used upon investigative work, especially of a social 
or economic type, they will each exhibit bias according 
to their natures and abilities and circumstances. These 
results tend to compensate each other, as is similarly 
true in the type of compensating error; and in this re- 
spect bias operates like error. It moves in both direc-^ 
tions with equal facility and tends to obviate itself. But 
it should be understood and watched nevertheless. 

Another familiar illustration of bias is the fact that 
women in census returns tend to indicate themeslves 
younger than birth certificates show. This is the first 
mentioned type of bias, since it is calculable in a definite 
direction. -The other type of bias is illustrated also in 
census returns in the tendency of people to indicate their 
age in nearnest round numbers. But this again is 
compensatory. 

155. Approximations and estimates. — Business requires 
basis for action irrespective of whether or not such a basis 
is obtainable in any degree of accuracy. Being based upon 
risk, business activity ranges anywhere from sheer gamble 
to a fair degree of certainty. Of course it is constantly 
endeavoring to arrive at more degrees of certainty. 

In this situation approximation and estimate become of 
great value, even if rough or tentative. A calculated guess 
is better than a wild or fanciful guess. Statisticians 
trained to too rigid professional standards, and having 
little busineKSs understanding, often shrink from approxi- 
mation and estimate, both because of the speed with which 
they are demanded, and because of the slim data avail- 
able from which to make calculations. But business re- " 
qulrements must rule, and approximations and estimates 
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must be made — ofttimes in a very great burry. It is no 
business satisfaction to have waited ten days to calculate 
a more accurate and well built estimate, which would 
bring praise from fellow professionals, when for lack of 
some rough estimate made within 24 hours, thousands 
of dollars were lost. 

Bather, it is the business of the able business researcher 
to be aggressive rather than to wait for orders in re- 
search matters and to persuade executives to substitute 
roughly calculated estimates for the sheer judgment 
estimates and sheer gambling guesses. It is the basic 
business of research to tahe over as much as possible of 
the guessing in a business organization and put this 
guessing on some semblance, at least, of a scientific 
foundation. ^ 

Approximation and estimate can b^ applied to three 
kinds of data (1) factors of the past, (2) present con- 
ditions of a difficult or hidden nature, (3) future condi- 
tions possibilities. In all three divisions approxima- 
tion and estimate may be of very fruitful effect. 

156. The deficiencies of judgment. — A judgment is al- 
ways a leap of the mind from such facts as happen to be 
on hand, or even from a position without facts, to a work- 
able conclusion. It is characteristic of human vanity to 
pass judgment with or without facts. The callow youth 
voices his opinion on the grave and complicated questions 
of the day with even more assurance than does the older 
man whose experience has taught him to be wary of ready 
Judgment It is, of course, one of the great teachings 
of experience that judgment must be withheld, if it is to 
be a sound judgment, until there is some adequate in- 
formation in hand. 

Nevertheless, a vitally important distinction to bear 
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in mind is that business demands action to-day and not 
next month or next year. Thus the one great difference 
between the scientist and the business man is that the 
business man must act, even upon meager information, 
and reach his conclusion; whereas the scientist may in- 
sist upon years and years of experiment, test and veri- 
fication before he makes up his mind and ventures a con- 
clusion. The scientist’s conclusion is more final; the 
business man looks only for a tentative conclusion. Aff 
increasing amount of scientific verification to form the 
basis of a more sound and complete judgment is nowa- 
days available, however. Whereas the business man of 
years ago was sailing an almost uncharted sea, feeling 
his way much more in the dark than business men need 
to do to-4sy, 

fected facilities commercial analysis, to get closer to 
100% sound judgment on business problems. The ex- 
planation is that experiments are going on all the time 
throughout the country on similar problems, an3. the 
factors of a problem may be studied at close range. 

In other words, a higher grade of judgment is possible 
to-day on business problems, because no business man 
is forced to decide matters out-of-hand or in the dark. A 
wealth of fact and data is at his hand or can be de- 
veloped. 

157. The limitation of individual experience. — In those 
earlier business times when business was less of solidar- 
ity, and the facilities at the command of business men 
much more crude, the individual experience of a business 
man was practically his sole guide. He was exactly as 
good as his experience and no more. If he had no ex- 
perience with a problem he usually bungled it. This 
explains why many more business institutions than now 
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■were merdy tie length and shadow of an individnal man, 
since the knowledge and understanding guiding the husi 
ness was confined to that which resided in one hrain. 
Now, it is very obvious indeed that the personal experi- 
ence way of learning business, when depended upon en- 
tirely, is the slowest and most costly possible method. 
In the first place, it is both blind and slow-going. In 
the next place, business' matters have become so com- 
plicated that the ground an individual executive of first 
grade is expected fo cover with his authority and re- 
sponsibility, is so great that he would have to have fifty 
years’ experience before he could possibly be ripe for his 
position. To make matters, worse, experience actually 
does not teach most people. Even after the above men- 
tioned fifty years of experience, the human dances are 
that the mind comes out of the expei^nce not with ripe 
and wide wisdom, but just as often with prejudice, lack 
of Ijalance, over-development in one direction and un- 
development in others, and much bias and limitation. 

These facts account for the paradoxical but undeniable 
situation, that older, "experienced” men in business are 
really not as much desired as younger men, in a great 
number of cases. The saying is often heard that a man 
has had “too much experience,” by which, of course, is 
meant that in an ordinary span of a man’s life the ex- 
perience -w^hich he achieved may be varied, but it does 
not measure up in results to the value of other qualities 
and requirements which it is realized are more important 
tilan mere experience. 

158. The typical narrowness of individnal experience. — ^A 
concrete case need only be studied in order to clear up 
this point very definitely. Mr. John Jones starts his 
business career, let us say, at twenty-three. If he is like 
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most jouths lie has a floundering period of perhaps five 
or even ten years before his permanent line of work is 
settled upon. In that time he may be everything from 
an office boy to a mere itinerant adventurer, or floater. 
Somewhere around thirty years of age he no doubt hits 
upon Ms permanent business specialty. It must be re- 
membered that while this appears to be an injustice to 
many who get settled in their right line of business much 
earlier than that, that there are, on the other hand 
many others who actually continue to change about 
until much later than thirty years of age. 

Now, when finally John Jones settles down to his per- 
manent line of endeavor, he usually spends at least five 
or six years, unless he is an incompetent, with one firm; 
and duriagf. the next fifteen years from thirty to forty- 
five he may perhaps have two or three positions. It often 
happens that he is with one firm during all this time ; if 
so he is usually regarded as fortunate, and if he ^s an 
unusually good man he may be taken into the company 
and become an officer. It is by no means uncommon for 
men of ability to have had only one or more connections 
in their entire business lives, and there are plenty of ex- 
amples of men who have never worked for more than 
one firm in their lives. 

The point proved is that the average man’s experience 
is limited to a very small number of firms ; atid any one 
who knows business knows perfectly well how severe are 
the limitations of the experience of any one firm (with 
some exceptions, of course). The average business hodSe 
operates within a very narrow space, and the conditions 
pf the business develop certain ironclad necessities and 
limitations beyond which it is even not necessary or - 
profitable to go. The typical experience or business scope 
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of Sir. Jones, tlxerefore, becomes but a pin-spot upon the 
very broad and varied surface of business. His jndgment 
has been exercised vrithin a very narrow range — a range 
that is shortening all the time, because of the necessary 
development of industry and administrative organization. 

When one remembers, therefore, that the mechanism 
of the human brain has its greatest absorptive assimilat- 
ing power up to 83 or 35, or even less; when one realizes 
that this absorptive yme of life is usually spent in a quite 
infinitesimally small scope of business environment, it 
will be thoroughly appreciated that the experience of our 
Mr. Jones is something which alone, unaided and unsup- 
plemented, is vitally deficient in comparison with the 
modern demands of business. It should not be forgotten 
that there is a striking contrast between •^perience- 
getting in business and days in school. From six until 
twenty-one, people are usually under trained tutelage, 
witb^every effort being made to instill into their brains the 
condensed experience of the world. They are constantly 
being pressed by expert teachers to absorb carefully con- 
densed experience as represented by text books and lec- 
tures. Then, as soon as school days are over, the teach- 
ing process ends and individual experience begins — which 
is slow and awkward as a snail in comparison witb the 
rapid process of the educational system. Unless this 
slow and awkward process of individual experience is 
supplemented with a continuation of learning through 
the experience of others, a dangerous condition of mind 
sets in — a reliance upon the utterly inadequate mode of 
learning by individual experience. It is into this situa- 
tion that business research fits so desirably and perfectly. 

159. Sound process of business judgment making. — In the 
face of the very grave insufficiency of individual experi- 
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ence, liow tlien is sound ibusiness judgment to Tbe attained? 
It is a codrdinative process. The very fact that it is a 
coordinative process of a quite unusual kind, calls for an 
increasing amount of brains and mental training, •which 
fortunately the large number of college-trained men who 
have entered business make available. However, in this 
coordinate process, not only pure mental ability is re- 
quired, but also general qualities and characteristics such 
as courage, vision, imagination, etc. We have here the 
explanation why men of unusual in1;ellectual ability are 
frequently of no value in business. Also, on the other 
hand, this situation explains the severe limitations of 
those who have native qualities and characteristics, but 
not the intellectual, coordinative ability. Prominently 
successfu^feusiness men of the old school who bad native 
qualities which took them a long way in business success, 
without a high degree of intellectual coordinative ability 
have always been sources of mysterious interest to Jhose 
who stumbled over the paradox that so many men with 
such high quality of brains have not been able to make 
prominent business success, whereas others who have had 
no mental ability have made such success. 

The making of a judgment is a pure intellectual pro- 
cess, starting with the segregation of the problem in 
hand into logical parts and divisions, the orderly examin- 
ation of facts bearing upon each of these separated prob- 
lems, and with great care reserving ihe judgment until 
all the necessary facts have been assembled and until 
these facts have been tested and weighed for their 
thenticity, their pertinence, their adequacy. Also, until 
it is made certain or reasonably certain that there are 
no vital factors, or conditions which nullify and invali- 
date the facts. 
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In the typical case requiring the making of a business 
judgment, there are always gaps, uncertainties and com* 
plications, which confuse and intimidate the mind un- 
used to the rough-and-tumble necessities of commercial 
procedure. Business is based upon risk-taking, and con- 
sequently many Judgments are to a certain extent a risk. 
It is good judgment to take such a risk, but very poor 
, judgment to fail to eliminate as much of that risk as 
possible by a study of the facts. 

It is at this point that the average mind in business 
undergoes its serious and usually disastrous test. It 
cannot balance and W'eigh the large number of complicat- 
ing factors involved in the solution of a problem; or if 
it has the mental ability to make the sound Judgment, 
it lacks the courage to translate the judgmeni^^^m pure- 
ly intellectual terms into concrete p<»licies and plans of 
actions; lacks also perhaps the energy and organizing 
ability^ or the patience and persistence to ^^see the thing 
through.” 

A business judgment made to-day upon the facts may 
require to be reversed to-morrow on other facts, and is, 
therefore, closely bound up with action. 

For the average mind the problem of reaching a sound 
business Judgment is to ward off the tendency to make an 
intuitive Judgment at various points before reaching 
patiently the real and logical answer by the investigation 
process. * 

^ The old instinctive habit of the ages before man de- 
pended very much on reason crops out and urges short- 
cuts, easy decisions and roughly cut judgment. On the 
other hand this is not the problem at all with some types 
of men — ^their problem is to avoid dawdling over details 
too long and to realize that they are merely unintelli- 
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gently puttering over minor matters rather than coor- 
dinating detail and definitely moving toward a sound 
decision via the most important considerations at stake. 
Still others, when logic points unmistakably to a certain 
conclusion, find themselves swayed toward repudiation 
of their own judgment, or a disinclination to accept it, 
or even an antagonism toward it. 

A really soundly developed business judgment is as. 
craftsmanlike and interesting piece of work as any 
mechanism could be. A mind well trained to make the 
right quality of judgment in business is the mind which 
is both the rarest and the most result-producing, and also 
the most highly rewarded mind. It is perhaps the most 
marvelous of all economic machines, because it is a good 
deal mor^han a mere machine, while operating on de- 
pendable principle* of reasoning and energetic clear- 
headedness. 

160. Profiting by the errors and successes of othess.— - 
One of the chief preparations for the making of sound 
judgment, and one of the chief ingredients in it, are the 
errors and successes of others, who are grappling with 
problems which are alike or have some basis of similarity. 
Thousands of business houses are engaged separately in 
solving almost identically the same problems. As each of 
them are usually situated somewhat differently and have 
different types of men operating them with various de- 
grees of experience in training, it is easy to see that very 
decided profits can be gleaned from gathering and co^- 
dinating the experience of all of these firms engaged upon 
the same problems. It is for this reason that the business 
and trade papers filourish so decidedly, and why business 
clubs and organizations have multiplied so rapidly. The 
interchange of experience, the compilation of the methods 
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and ideas of otliers, at lnnclieoiis and dinners to rer- 
bally discuss mutual experiences, all give evidence of tlie 
decided appreciation of business men of tlie value of such, 
interchanged knowledge. Determined eiSforts are made in 
many industries, through the formation of a central or- 
ganization for that industry, to mutually benefit each 
other. The grave defects of most efforts at interchange 
have been that the work of a periodical, for instance, can 
only be Journalistic^ can only publish what is broadly 
general, and ^^harmless^’ from a competitive standpoint; 
while on the other hand the speeches and talks made 
before business clubs suffer from the off-hand manner in 
which they are delivered and from the lack of concen- 
trated technical attention to the coordination of such 
experience. 

Only in the past ten years has it# become recognized 
that this work of collecting and coordinating experience 
is m itself a special profession of a supremely important 
nature. Germany, years ago paid attention to this 
factor in business and hugely profited by it. 

Business firms have now become so well aware of the 
importance of such accumulation of experience of others 
that a ‘great many make a practice of inter-visitation 
among each other, or maintain research departments, or 
purchase special consensus of opinion reports, or hire 
investigators to do certain work for them. They realize, 
of course, that thousands of dollars have been and are 
b^ing spent by others to learn the facts and reach the 
conclusions on the same problem which they are desirous 
of solving. Obviously, it is an economic waste for con- 
cerns to experiment along paths that have already been 
proved useless and profitless. It is seldom realized what 
a remarkable body of information and experience is ah 
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ready available on a great many problems of business and 
to what a rapid extent this information and experience 
is being added to. 

The rate of growth and progress in business is con- 
stantly accelerating, due chieffly to this very fact that the 
experience of one concern is being made use of profitably 
by another concern, at a great saving of time, money, 
energy and brains. The time is approaching when the 
answers to many business problems ^will be made, as in 
agriculture, a matter of consultation with specialists and 
central experiment stations and bureaus. 


CHiUPTEE XXI 


COOPERATIVE DEVELOPMENT OP TRADE DATA 

161. The new “competitive cooperation” in business. — 
Although, beginnings had been made in isolated cases 
before the war in business cooperation of a kind little 
known, the war advanced this idea with great rapidity. 
Through the agency of the United States Chamber of 
Commerce, entire industries selected groups of men em- 
powered to deal with the government for the industry, 
and to represent the industry in various cons^rations 
for united action. Under this centralized orgS^&tion of 
over 100 industries, swift action and »emarkable economy 
were obtained solely by the ease of general agreement 
upott problems and solutions which research and study 
showed to be valuable. Reductions in models, agreement 
on fewer standard sizes and changes in trade practices 
followed wastefully for years solely for lack of leader- 
ship and organization in making decisions for the entire 
industry — together also with removal of fear of legal 
complications through united action — ^were some of the 
rich fruits of such competitive cooperation. 

Since the war, the knowledge of the benefits of cobpera- 
tion has served as an educator and an impulse toward 
Ql'ganization. Those industries now have trade associa- 
tions, and more members of trade associations take them 
seriously, and plan to make such associations of larger 
practical benefit through the centralized opportunity for 
research. 


285 
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In fact the whole spirit of business has undergone a 
subtle change. The period of ‘^cnt-throat competition’’ 
is now recognized as a callow if not suicidal period, and 
the public on the other hand is not so vindictively deter- 
mined to assail business only because it is large, and to 
be suspicious of all cooperation. 

The subject of competitive cobperation is so relatively • 
new, however, that research alone may be relied upon to ^ 
indicate the ways to greater usefulness in this principle. 
In order that this spirit may not evaporate into thin air 
and a narrow-visioned matter-of-factness take its place, 
some aggressive experiments and study of this principle 
are in order. 

162. tode association researches and statistics. — ^The 
first and obvious step in competitive codperation is the 
use of the machinery of a trade association for compiling 
for members statistics and data of mutual value. There 
are now a number of very interesting examples of "this 
type of work. The ^‘open-price plan,” is a specific type 
of cooperation practiced by certain trade associations. 

Under this plan every competitor reports to a central 
office the details of eveiy transaction involving a certain 
amount of money or a certain quantity of goods. 

Under another milder plan, the different manufactur* 
ers who belong to an association send in reports of the 
volume of business they are doing, either daily or weekly, 
as may be determined, and either in ^'dollars or dozens 
or some other quantity units. These figures are charted, 
They will report their shipments, their sales as billed 
out; volume of new business that comes in, and usually 
the amount of unfilled business on hand. 

With such information from twenty or thirty manu- 
facturers, or from a considerable percentage of the in- 
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dustry, a very good picture, or idea of the trend of con- 
ditions is had. 

The manufacturer, from such facts, gets an idea of 
what his opportunities or lack of opportunities for doing 
business really are. Such data also helps to stabilize a 
manufacturer’s market. 

In an industiy that is running along, for example, for 
a period of months with very little business coming in, 
manufactnrers who don’t have this information, feel that 

'll 

they must get business, and indiscriminate price cutting 
is often the result. 

A box-board manufacturer whose business had been 
slim for a few weeks, said; “I went out and put my 
prices down $5 a ton and waited a couple of d^ys and 
didn’t get any orders so I put them down ancl^r |5 and 
still no business is coming in. Now*I am going to make 
another cut and see if I can’t land some orders.” 

H that man had had statistics of his industry he would 
have known, for example, at a time like that, when he 
wasn’t getting anything, that the whole trade wasn’t 
getting anything either. He would have seen the fu- 
tility of putting prices down. If customers are not buy- 
ing and they see the prices slipping, they stop buying 
just that much more and wait perhaps two or three 
months, waiting until things get down to the bottom, and 
then buy to the serious loss of the seller. 

Very often another thing happens. If buying has been 
slow in an industry for four or five months and a man 
puts up his prices because of advancing costs, higher 
overhead, etc., it brings out a spurt of orders. Everybody 
runs to get under cover. 

163. Study of stocks on hand. — In some associations, 
statistics of production and stocks on hand are also 
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collected. When new business was dropping off, when 
the armistice was signed, while production was still run- 
ning along at a pretty good pace, statistics showed stocks 
on hand piling up and “running away.” It wasn’t long 
before manufacturers who were operating on a limited 
capital had a lot of money tied up in stocks, and in order 
to realize on them they did the usual thing — they offered 
them down at a sacrifice. 

This is another instance where a trade organization’s 
statistical record is of considerable help. In a case like 
that, if the manufacturer sees a stock-on-hand line jump 
way up on a chart, there is danger of his competitors 
going out and unsettling the market and making costly 
sacrifices because they are compelled to turn over their 
stocks. ^ 

On the other hand, if in a period, say, of six or eight 
months, there has been very little buying among the 
whole trade, he knows that a strong underlying market 
structure is being built, and if he watches his statistics, 
he can manage to get the cream when business does pick 
up again, while the other fellow may have sacrificed a 
large part of his production. 

164. Watching the capacity of the market. — Cases are 
common of concerns having good business for a year or 
two and who doubled their production capacity, without 
the slightest knowledge of what the capacity of their 
market is. They have no conception ef how much busi- 
ness they can do; they have no idea that if they we^t 
out and tried to sell twice as much goods as they have 
been selling, they could perhaps only do so by taking it 
atvay from some of the other concerns in the business; 
and naturally the others wouldn’t sit by quietly and let 
them ‘<get away” with it 
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In an industry that is collecting this sort of informa- 
tion and where they chart a manufacturer’s individual 
figures and volume of business for him, he will see his 
own volume sometimes for a couple of months going down 
and he will begin to get worried and think he has to do 
something to get business, whereas if he consults his 
chart, looks back two or three months, he will find that 
pei’haps for two, three or four months he was running 
along 10 to 15% relatively stronger than the rest of the 
market or than his competitors were running on an 
average, and now there is a “leveling up.” 

Size statistics alone have saved some concerns thous- 
ands of dollars on just one item. One of these bad been 
carrying along a particular size that hadn’t b^ selling 
for about six months, and the superintendent wanted 
him to sell the lot off as a job because he needed the 
room. Before he did so he looked up the figures that the 
association was giving him and he found out that a de- 
mand had suddenly sprung up in that particular item, 
although it apparently hadn’t reached him. 

They were also of importance in arranging his 
schedule of factory production. 

165. The delicacy of price problems. — It is, of course, a 
delicate situation under the laws as they now stand for 
associations to talk prices or to exchange information on 
prices. It*has to be handled very carefully and even the 
lawyers differ very much as to what can or cannot be 
done. But if it is confined to information as to what 
has happened, as to what a manufacturer has done, and 
if at all times the association excludes any information 
as to what a member wants to do or expects to do, it is 
within the law. 

The cost work in a trade association is really of vital 
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importance. It was only by tbe organization of the 
Franklin Society that printers, for instance, were able 
to learn how to figure their costs correctly. 

Eesearches of a broader and bigger scope are bound 
to be undertaken as a result of the formation of live 
trade associations. Too often now they have but a very 
little sum of money at their command, most of which 
a secretary and ofi&ce expenses eat up, and there is noth- 
ing left for research. This is a mistaken policy, as an 
organization must function or it fails, and one of its 
possibilities is that of making an adequate and exhaustive 
investigation of the industry. 

166. Cooperative researches^' by independent groups. — ^Per- 
haps th^most practical way to get cooperative results 
in reseami is for a selected group of the liver units in 
an industry to un(5ertake a research together, through 
an independent research agency. This is more feasible 
and satisfactory than for a trade organization for"the 
reason that the weaker members rarely can contribute a 
pro rata assessment for a cooperative investigation, or 
else impose restrictions and conditions not agreeable to 
others. There is great efficiency in a group of half a dozen 
or more joining to make a jointly needed investigation 
and dividing the cost. More and more of such investi- 
gations are now being made, as the scope of^usefulness 
of this method unfolds itself. All such investigations 
which seem to an individual company^ too philanthropic 
or expensive to make alone are economical and feasiW^e 
under the eodperative plan. The method is simply for 
each contributor to outline the specific factors he wishes 
Seated or emphasized, and an assembly of the combined 
Wishes of the subscribers becomes the instructions for 
the investigation, insuring to each concern that which 
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lie especially desires, in addition to what others have 
noted as valuable. 

In effect, thij^; is the plan worked out by such organiza- 
tions as the Business Bourse, since there is provided data 
to fit the individual needs on a business basis, which is, 
in one sense, cooperative. 

167. Specialized business data cooperation. — Other types 
of codperative development of data exist which are of 
vital importance in business. A fine example is the actu- 
arial work of insurance companies, which operates 
cooperatively even on an international basis. Another 
excellent example has been the National Industrial Coun- 
cil which undertook investigations as to the real facts as 
to the cost of living. The Civic Federation is another 
high type.of specialized cooperation; and of course there 
are others, such as the Russell Sag# Foundation, Car- 
negie Foundation, Carnegie Institute, and agencies 
partially philanthropic and partly cooperative. The Har- 
vard School of Business Administration, the Economic 
Psychology Association, the American Export Manu- 
facturers^ Association, the Economic Club, the Associa- 
tion of National Advertisers, the Salesmanager^s Club, 
the Associated Advertising Clubs of the World and other 
bodies have done a great deal to make serious inquiry 
into the business problems of the country. 

Such effol’ts are of intense significance as illustrating 
the thorough accepiance of the principle of cooperation, 
and of centralized research as against the narrow princi- 
ple of purely individualistic effort They help to estab- 
lish solid foundation for the future of business research. 

It is an established fact that the bonanza growth of the 
automobile industry was made possible only by remark- 
able esprit de corps in cooperative research and stan- 
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dardizatioa among the motor car manufacturers. Had 
there been a narrow and purely individualistic policy 
adopted; had not cooperative committees gone abroad to 
study steels, standardized screw types and general sizes, 
etc., it would have been mechanically and psychologically 
impossible to develop the automobile to its present po- 
sition of the second or third industry. 

Unfortunately, collection of marketing data has not. 
been as freely cobperatively undertaken as mechamcal 
data, and the industry has suffered in consequence. At 
present there is definite need for coQperative country- 
wide survey, county by county, of the prospective buyers 
of automobiles — ^to establish a quota or fix a saturation 
point for the automobile business. 

Chronic and incurable optimists in the field seem to 
believe that the country can absorb any amount whatso- 
ever while of course there are very decisive limits which 
should statistically be established. The huge cost of 
such work is rather prohibitive for one concern, but 
cofiperatively it can be done. Properly it should be the 
work of the Automobile Chamber of Commerce, but like 
all Associations it is limited politically and financially. 

The possibilities for specialized coSperation are many. 
To a certain degree the organization purchasing agents’ 
associations, credit men’s associations are specialized 
forms of cooperation, but they suffer the limitations of 
large bodies. 

168. Public libraries and business data development. — The 
writer has been on record for some years that public 
libraries are not awake to their opportunity to establish 
a closer hold upon the business public. Even without 
special funds our libraries might readily make a more ' 
up to date collection of trade directories, business cata- 
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logs, pampHets and data of current and general value to 
business men. They do not now even maintain good col- 
lections of business books. Data on specific industries 
and specific business problems of general applications 
should be coupled as a considerable and increasing 
volume of data exists but is not assembled for practical 
use. This is the service a library is intended for, and the 
delusion that the interests of the community lie in 
fiction, government reports and stale literature generally 
is a costly one to tlie public. Greater support and en- 
dorsement would come once business men increased their 
respect for libraries by finding something else than musty 
out of date tomes in them. ^ 

A really creative point of view on public library serv- 
ice to business would include an actual research staff, 
trained not in the narrow atmospherg of routine library 
practice, but in live business research such as business 
men^^desire and can use with profit. There should be a 
special alert telephone service available to business men, 
even if on a basis of nominal charges, a commercial pho- 
tography service by which quick copies of tables, statis- 
tics, charts and selected contents of books could be made 
far more rapidly and accurately than by copying from 
them. There should be an aggressive effort to compile 
specialized data, bibliographies, extracts and summaries 
on business^ subjects, not in the lumbrous library, profes- 
sional style, but i^ business style. There should be an 
advisory board of business men directing such service, 
and bulletins should be issued endeavoring to show 
business men how to use the library for their pro fit. 

It is a definite community loss when business men 
fail or succeed only indifferently at their work ; and it is 
of course a truism that if they had better information 
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they would succeed better. The public library can be a 
veiy important link in the chain for greater local busi- 
ness prosperity by placing the results of other men’s 
business knowledge and experience at the ready com- 
mand of those who can profit most. Unfortunately for 
the community and themselves, the men who most need 
the benefits of business research are the most indifferent 
to it. A business branch of a public library has a dis-, 
tinct duty to perform in this respect 

As mentioned previously, the Business Branch of the 
Newark, N. J., Public Library has done some very in- 
teresting pioneering in this direction, with marked suc- 
cess and nation-wide application among business men. 

169. The need for government business research and sta- 
tistics. — ^American business gets no government coopera- 
tion. This is a cynical and trite fact, but a sorry one 
nevertheless, which it is now hoped will be altered in the 
face of the war cooperation developed. No matter#how 
small may be the farmer in what remote part of the 
United States, no matter what insect or blight may fall 
upon his plant there are experiment stations and agri- 
cultural departments both state and national which will 
send on scientific details and oftentimes scientific men, 
and advisers. In fact, out in California farmers of cer- 
tain types can wire to the state authorities and have 
shipments of special pest-eating and pest-destroying in- 
sects shipped to him which will stamp out the Wight. 

The agricultural department and experts are in^a 
splendid cooperative league with the farmers everywhere 
to develop the fruits of nature; and the results are that 
the American farmers have more than doubled their out- 
put within recent years. 

The business man has nothing comparable to such serv- 
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ice at his commaiKj. Although he pays no less, and usu- 
ally considerably more taxes than the farmer who gets 
such splendid service, and although he usually employs 
more men than the farmer, he finds a Government which 
is indifferent if not actually hostile to his problems. In- 
stead of setting up expert assistance it sets up obstacles 
to him. 

The Department of Commerce^ forsooth, is devoted to 
exports, fisheries and lighthouses. This period of lack 
of cooperation seems now happily to be at an end, and a 
new period of Government cobperation developing. The 
Department of Commerce, even though neglected by Con- 
gress out of spite towards business, has made headway 
and will no doubt make considerably more headway in 
the future. A Department of Commerce which would 
serve the business man, as the Department of Agricul- 
ture serves the farmer would be a very wonderful insti- 
tution. There would be leaflets on as many of the details 
of business management operation as there are detailed 
reports and booklets on thousands of insects and special 
subjects in the Department of Agriculture. 

A practical plan of business cooperation therefore 
must very necessarily include a much larger appropria- 
tion for the Department of Commerce, a much more va- 
ried and active and immediately practical scope of opera- 
tion for it, ’together wdth a plan and a campaign to make 
such information effective and to put it to use. It is one 
of the most astounding facts in America, that this coun- 
try although conceded all over the world to be the most 
progressive business country in the world, has practically 
no trade statistics at its service. The census is in the 
main compiled from a sociological slant, and for most 
business purposes useless. 
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Pressure is now being brought to bear upon Congress 
and the President (since at the moment of writing the 
Department of Commerce is without a head or a policy) 
to establish a Bureau of Domestic Commerce which will 
really serve business men capably on matters of internal 
business. 

The New York Salesmanagers Club has taken the lead . 
in this effort and is striving to have the Government, 
avoid the mistake, now widely adnaitted, which it made 
in not appointing a reconstruction commission, a recom- 
mendation which the New York Salesmanagers Club also 
strongly recommended. 

Other business organizations have gone on record for 
a much improved and developed Department of Com- 
merce, especially with regard to study of domestic com- 
merce, gathering o^ trade statistics, making of distribu- 
tion and sales method investigations which will tend to 
raise the level of efficiency of all classes of distribution, 
retailers, jobbers, wholesalers, brokers and commission 
men, mail order houses, chain and department stores, 
manufacturers, importers and exporters. All of the 
classes mentioned above now find themselves facing 
problems of a serious nature and under changed con- 
ditions, and they need information and assistance 
which only the Government can provide on a large 
enough scale. 

We make the following definite* recommendations, 
among others: ^ 

1. That the Department of Commerce open a Bureau 
of Domestic Trade, which will give attention to 
the additional recommendations listed herewith, 
and he headed by a practical business man with 
experience in providing the assistance needed. 
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2. That a national organization of trade reporters be 

started, patterned after the efficient crop reporter 
plan now operated by the Department of Agricul- 
ture, which, will make possible the tabulation of 
local data and trade conditions as to local pros- 
perity, credit conditions, special conditions and 
opportunities to be made the basis of a fortnightly 
trade reporting service to business men, similar 
in idea to the crop reporter bulletins issued by 
the Department of Agriculture. 

3. The creation of a general trade statistical division 

which will coordinate and rearrange for business 
use all data and statistics of business value which 
the government in any of its departments has 
avq.ilable, and in addition undertake the compila- 
tion of new data, reports ajjid statistics which 
business men need, such as an authoritative trade 
census of retailers and distributors, under various 
classes and subdivisions. 

4. The undertaking of careful inquiries into trade 

methods from a constructive point of view, as- 
sembling of experiences of business houses on gen- 
eral problems of business. 

5 The rearrangement of the plan and rlassiflcation of 
the Census Bureau so that the subdivisions and 
method of tabulation be of more practical busi- 
ness use. , 

6. The undertaking of researches in sales and distri- 
• bution which will aim to work out solutions to 

problems of a practical nature. 

7. The undertaking of a Consumption Census which 

will do for consumption what the Census now 
does for production— namely, provide statistics 
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as to volume of consumption of various articles 
by states, counties, and by industry classifica- 
tions; also consumption studies of types and 
grades of families. 

8. The undertaking of an Income Census which will 
provide data as to the approximate number of in- 
dividuals and families with incomes of various . 
grades, by geographical sections, states, cities and, 
counties. 

170. The costly failure to make reconstruction researches. 
— Warnings were plentiful before the war ended that 
the problems of reconstruction would be even more dif- 
ficult than the problems of ^war. Unfortunately the ugly 
head of partisan jealousy intervened in the issue, and 
when Senator Weeks (Rep.) introduced a lengthy and 
detailed bill for rKionstruction research and measures, 
the Democrats were placed at some political disadvan- 
tage. Although admitting the need for reconstruction 
study, the matter dragged until the President disposed 
of the dually-claimed political child a little after the 
manner of Solomon, by killing it, saying that business 
could take care of itself. 

This is now admitted to have been a very serious eco- 
nomic mistake, costing the country and the world un- 
told delay and money and convenience. A train cannot 
run itself, especially when there have been ^storms and 
washouts on the line! It needs a lot of track-walking 
study and testing. So did business after the war. 

In fact, reconstruction is a very long continued pro- 
cess which in all likelihood will not be finished for years 
to come. The elements which call for most serious study 
and research in order to make this reconstruction sound, ^ 
ifiay be listed as follows: 


DEVELOPMENT OF TRADE DATA 


299 


1. Production. 

2. Factory conversion. 

3. Export development and international commer* 

cial policy. 

4. Merchant marine. 

5. Fuel, food, and vital materials. 

6. Transportation. 

7. Price stabilization. 

8. Commercial and industrial research and statistics. 

9. Labor and emj^oyment management. 

10. Post-war financing. 

11. Government control. 

12. Allotment and raw-material conservation. 

13. Housing. 

14. Distribution. 

15. Sales-management. 

16. Administrative efficiency. 

17 ^ Cost analysis. 

18. Consumption efficiency. 

19. Public administrative efficiency. 

20. Retail and wholesale. 

21. Publicity. 

22. Industrial education. 

23. Repatriation. 

24. Occupational fitness and psychology. 

25. Won^n in industry. 

20, Credit conservation and control. 

27. Tariff. 

"^8. Agriculture. 

29. Priority and coordination. 

30. Special and miscellaneous. 

If such a group of thirty committees looks formidable 
to anyone, let the eighty-five committees and boards of 
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Great Britain be remembered. There is immediate and 
practical work for every one of the above named com- 
mittees, even though the day is late, whose joint efforts 
could be unified by a priorily and cofirdination commit- 
tee, as indicated. 


CHAPTER XXII 


INTERNATIONAL TRADE STATISTICS AND RESEARCH 

171. The increasea ecoaomic oae-ness of the ■world. — The 
net economic result of the war has been to mesh the 
world into a far closer business unity than ever before. 
The coSperation of the allies, the necessities of central- 
ized organization by Herbert Hoover to feed the world, 
the League of Nations and .the general advance of inter- 
communication and inter-dependence have brought this 
about inevitably. So delicate is now the mechanism of 
world-business that costs of livings standards of living 
in one section of the world affect all sections of the world 
evan to far off Asian isles. Japan has an “H. C. of L.” 
problem along with every other nation. The nations of 
the world to-day are a closer family, economically speak- 
ing, than the thirteen colonies of the United States were 
in 1776. 

Such a situation calls to the practical business mind 
for cobrdination. A standardized intCTnltional currency 
has been proposed, illustrating the trend of men’s minds. 
Already ’the Swiss franc, because of the centralized 
neutral nature of Switzerland, has become, along with 
4:he pound sterling and the dollar, a generally acceptable 
medium of international exchange. The international ex- 
change chaos Jhas almost reduced the world to a state of 
barter. 

The need of the day is unification and centralization 
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of economic matters among nations to keep pace with, the 
one-ness so thoroughly developed already. Undoubtedly 
the League of Nations will in time develop in this di- 
rection. 

At the International Trade Conference held by the 
United States Chamber of Commerce in October, 1919, 
steps were taken for an International League of Business. 

172. The situation in world statistics and research. — ^Por 
a world of civilized peoples, we seem hardly to have crept 
out of the tribal period in the matte/ of statistics. It is 
a distracting and well-nigh impossible task to make 
comparison between countries in many matters of im- 
portance. Although ahead of the United States in other 
forms of statistics, England has nothing to compare 
with our census of manufactures. Prance and Germany 
have superior statistics in some directions, and an ab- 
sence of them in others. One cannot even compare ade- 
quately Prance, Germany, England and America in such 
simple vital statistics as birth, marriage, divorce and 
death rates. On business matters there is a typically 
European secrecy and narrow-visioned guarding of sta- 
tistics of simple character. There simply does not exist 
any extensive industrial data, and further, the gathering 
of such infornlaabn is resented and challenged. Gov- 
ernment agencies have made sporadic and abortive at- 
tempts with only inconsequential results. " 

As for the rest of the seventy-nine on eighty countries 
of the world, in which modern export nations endeavor 
to do business, the situation is even more hopeless. 
Simple subdivisions of population are in many cases not 
even obtainable. The researches for international data 
of any business value finds exceedingly little to work 
with. There are international trade directories of con- 
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giderable value^ but international statistics, except for 
world statistics on certain basic commodities, like rub- 
ber, wool, cotton, wheat, etc., are not to be had. A num- 
ber of international yearbooks are published, but they 
.all print the same old round of political, geographical 
and governmental data which has little if any business 
value. 

Some glimpse can be seen of the need for international 
business research by a few actual problems which the 
writer has found necessary to concern himself with. 
There is a manufacturer who has something to sell to 
large business houses such as jobbers and wholesalers 
and manufacturers. Statistics at once became desirable 
of the number of these types of businesses in the various 
countries of the world. It does not exist in compiled 
form — it had to be worked out with great effort and ex- 
pense. Another exporter desired to estimate the num- 
beiR of automobiles of various types now in use in various 
countries. This too was torturously hard to ascertain. 
A study had to be made of the possible consumption of 
automobiles in various countries. This, research soon 
showed, depended on roads, and road statistics also 
seemed for a time impossible to get, even roughly. 

It is plain that trade developmenFlibtween nations 
hinges sharply upon information. The American Export 
Manufactorers Association has gone on record (October 
1919) vigorously, demanding an improved and efficient 
trade consular reporting service, and there is evidence 
that Congress is alive now to this need, since other na- 
tions appear to be ahead of us in this particular. The 
need for research training for consular trade reporting 
service is the crux of the complaint against our present 
service. Political appointees with no basic fitness cannot 
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possibly satisfy business men "wbo must base large ex- 
penditure upon correct data. Not until the consular 
trade Reporting is viewed upon from a business research 
angle and research standards applied to the problem will 
the results be satisfactory. 

173. The encouraging example of the International Insti- 
tute of Agriculture. — ^An institution highly unique and 
significant of things to come has been the International 
Institute of Agriculture at Rome. But for the war and 
the death of its founder and geniCts, David Lubin, it 
might have made an even greater record for itself. 

Lubin was fired by a single great purpose, that of “a 
single numerical statement” for the various countries of 
the world, so that the basic information on world crop 
conditions might be as useful to the farmers ag to the 
speculator and banker who had ample statistical and 
research assistance to work out the desired results from 
the maze of differing national statements and data, pe 
found in Ricci a statistician who had a high grade of 
facility in such work, and the work of the Institute be- 
came internationally famous. It coordinated first figures 
of the wheat crop, showing the crops of the different 
countries, the total for the world, and the percentage of 
decrease or incwetrse. This was later done also for rye, 
oats, barley and corn, and plans were under way to ex- 
tend it to cotton and silk. Data in the monthly Bulletin 
of Agricultural Statistics also covered .areas, crops, live 
stock, etc., while bibliographies of international litera- 
ture, etc., were also issued. It was planned later to im 
ventory and report on stocks in hand, exports and im- 
ports, floating cargoes, etc. A Bulletin of Economic 
Intelligence was also issued, and Mr. Lubin’s aims and 
ideals were very high and ambitious. 
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Unquestionably the Institute demonstrated the real need 
of the world for a concentrated and coordinated center 
of agricultural; economic and industrial statistics and 
research. The gain from such data is so decided that it 
•cannot be overlooked. Unfortunately economic factors 
are so jealously interwoven with political and national- 
istic considerations that there is no real likelihood of 
information of more than routine nature being made 
available publicly , by public spirited agencies. The 
League of Nations is the logical center for international 
statistics, and I have outlined further on full details of 
a practical organization plan in connection with the 
League. There is not a grea*t deal of immediate hope for 
such compilations by the League, and for some time to 
come vital business statistics of an international kind 
must be made through commerciS.1 sources, of which 
such examples as the National City Bank, the Business 
Bohrse, International, Inc., Caldwell-Bumett Co., etc., 
are examples. 

The British Government has announced its intention 
to organize a statistical bureau covering the whole em- 
pire, for business development use. This of necessity is 
a world wide enterprise. 

174. Great need for world cotton statistics. — ^How real 
and immediate is the need for international statistics 
was illustrated by the addresses before the International 
Cotton Conference held at New Orleans October, 1919. 
As a Boston banker said, ^^production of cotton, as well 
as cotton manufacturing consumption, is international. 
So is the cotton financing. There should be a world 
cotton confederation.” 

0. F. Austin, statistician of the National City Bank, 
said: ^^The 6,000,000 persons employed in the production, 
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manufacture and distribution of the finished product 
represent 30,000,000 mouths to feed; the land on which 
it grows is worth about $6,000,000,000; the factories 
which turn it into cloth another $6,000,000,000; the 
finished product which they turn out in a year is worth 
$15,000,000,000 at the door of the factory, and the capital 
invested in the growth, manufacture and distribution of 
the world crop and its product aggregates approximately 
$ 20 , 000 , 000 , 000 . 

‘Tet when we attempt to study the details of this 
enormous and rapidly growing industry we find only 
fragmentary information, gathered it is true, by many 
intelligent and painstaking kidividuals in different parts 
of the world, but lacking in basic sources of information 
or identity of terms in which their valuable information 
is stated. '' 

“Such an organization, properly financed, and con- 
ducted by men thoroughly acquainted with the subject in 
all its branches and equipped to present the result of 
their studies in concise and uniform statistical terms, 
should cover the progress of the world crop at every step 
from the time that the lands are laid out for planting 
until the finishedjproduct is in the hands of the con- 
sumer; using the telegraphs and cables where necessary 
to gather information, cooperating with the govern- 
mental organizations in their periodical records of crop 
industries and conditions, encouraging uniformity of 
statement as to measurement of product and records pf 
movement.” 

175. Other needs for international statistics. — An interna- 
tional scope for business, such as now seems necessary 
for America as well as other progressive nations, predicts 
the need for a digest of international economics. There 
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is need for data on a standard statistical formula cover- 
ing all the countries of the world. These statistics 
should provide good data on population, numerically by 
classes, age, sex, occupation, geographical distribution 
and concentration. It should provide statistics on in- 
comes, manufacture, agriculture, trade, finance and dis- 
tribution conditions; consumption data, basic facts as 
to habits, standards of living, fashions, religions, point 
of view, amusements, building activity, savings, road 
conditions, transportation, etc. 

Even more needed is data as to total world production 
of standard types of merchandise besides the few staples 
now so analyzed. The economic origin, location, treat- 
ment, transportation, manufacture, distribution and 
consumption of at least 100 or 200 articles of merchan- 
dise should be studied and tabulated from a world point 
of view. 

176. An outHne of proposed international research organi- 
zation through the Iieague of Nations, — The League of Na- 
tions, if organized and operated with as practical and 
thorough technical skill as any other great productive 
enterprise has been organized and operated, will pay big 
dividends to the peoples of the world, both great and 
small. 

A great idea such as the League of Nations, which is 
primarily ^American in origin, should have a completely 
worked out American bill of specifications, if only to give 
European minds the benefit of American best thought on 
organization and integration for world business benefit. 

More than this, since the League of Nations is so 
nearly pivoted upon economic considerations, and since 
America is the foremost nation in economic progress, it 
is especially incumbent upon America to work out a 
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correct vision of the economic possibilities of the League. 
America’s motives are conceded to be altruistic, there- 
fore its suggestion for economic researches should meet 
with favor and acceptance. 

The old world — preoccupied as it is with old time con- 
siderations of political balance of power, revenge, boun- 
daries, etc., and cynical and snobbish by tradition to 
everything concerning commercial or industrial matters, 
— is obviously not yet in a mood or position to think 
soundly of the vital economic factora involved. Knowl- 
edge of business research already can suggest important 
considerations for the success of the League. 

It suggests, first of all, that the sound principles of 
executive organization he followed; wherein the ancient 
governmental incumbrance of red tape and bureaucracy 
be eluded with the eame decisiveness that secret diplo- 
macy is now expected to be dvoided. 

The activities of the League should be very adequajjely 
departmented, with men at the head of these depart- 
ments who are real heads and able men of standing. 
They should have high responsibility and authority and 
be vice-presidents of the League in order that its general 
executive council may be made up not of a few men over- 
burdened witb tCtJ much responsibility, but of many men 
who are closely concentrating on specialized responsi- 
bility. Eeal intelligence and action is thu^ possible 
without delay. 

By placing in charge of each division of work an able 
man with full responsibility and authority, and outlin- 
ing his functions, the League becomes a great dynamic 
organization capable of making the same rapid economic 
progress through the use of impartial research and the 
stoppage of economic waste in great degree, as weU as 
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the lifting of standards of production and of living 
throughout the world. 

Following are the various departments of a suggested 
League of Nations organization based on modern business 
research, including special departments of research wLiCh 
will be of great consequence to the world if permitted to 
serve unhampered by political considerations: 

1. International Military Police: 

Guard International Possessions. 

Give Protection Against Unruly Elements. 
Suppress Criminal Uprisings. 

War Against Offending Nations. 

2. International Naval Police: 

Ouard International Possessions. 

S.uppress Criminal Uprisings. 

Make Display of Power to Ujiruly Groups. 

Keep Seas Free. 

Charge Internationalized Territory: 

Administrate Internationally Owned Territory. 
Improve and Develop Facilities. 

4. In Charge Commerce and Trade: 

Allocation of Eaw Materials. 

Codification of Code of Standards of Trading. 
Codification of Knles of InterngTcioBal Trade. 
Analysis of Economic Status and Friction, 

Study of Tariffs and Trade Eestrictions. 
Eecommendations for Economical Industrial 
Cooperation. 

Management of Business Enterprises of Interna- 
tional Nature. 

Control of Prices on Basic Commodities, 

5. Supreme Court of Arbitration: 

Final Adjudication of Disputes. 
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Organization of Lower Courts. 

Special Inquiry Boards, 

International Bar. 

6. 1% Charge Codification of International Law: 

Analysis of Public Law. 

Eormulation of International Precepts. 
Codification of International Standards into Laws, 
Legislative Suggestion to Nations. 

7. Finance: 

Supervision Over Foreign Lo&s. 

Establishment of International Cooperative Bank 
with World-Wide Facilities. 

Cooperative Financing of Great World Resources. 
Planning of Unified Instruments of Credit and 
Exchange. 

Financing of Internationally Owned Enterprises. 
Budgeting of League of Nations Funds. 

Advice on National Fiscal Policies to Individjial 
Nations. 

Operation of a World Stock and Bond Exchange. 

8. Reconstruction and Relief: 

Rebuilding of Devastated Regions. 

Relief of Distressed Regions and Peoples, 
Intema^^ioiial Red Cross Administration. 
International Y. M. C. A. and Other Social Efforts, 
Maintenance of Alert Organization for^ Preventa- 
tive Measures, Health and Sanitation Sugges- 
tions to Backward Nations, etc. 

International Medical Council. 

9. Statistical and Research: 

Standard Compilation of Data of all Nations. 
Standard Statistics of Business, Crop and Labor 
Conditions of all Nations. 
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Eesearches for all Departments. 

Statistics of League of Nations Activities. 

Compilation of Eeports and Investigations. 

10. General Advisory and Conciliatory: 

Minor Counsel on all Matters to Small or Back* 
ward Nations. 

Settlement of Petty Complaints. 

Investigations of Irregularities, Delays, Criti- 
cisms, etc. 

11. Colonial Administration Protectorates: 

Governing of International Colonies. 

Temporary Governing of Countries in Distress or 
Otherwise Unable io Maintain Order or Menac- 
ing Public Law. 

12. Engineering Counsel and Economic Exploration: 

Expert Counsel and Suggestions on Industrial or 
Other Development. 

Search, Appraisal of and Constructive Planning 
for a full Development of the most Important 
World Kesources. 

Special Administrative or Operative Commission 
of Technical Men for Countries calling for 
them. 

13. Publicity Publication and Intercommunication: 

Propaganda for Success and Popularity of League. 

Central Agency for Dissemination of Official 
News of* League Activities. 

Pouting and Planning of Speakers and Occasions 
to Boost the Leaguers Activities. 

Printing of League Maga 2 dne, Books and Official 
Matter. 

Improvement of All Methods of Intercommunica- 
cations Between Nations. 
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Centralized Facilities for World News Dissemina- 
tion at Low Cost. 

Advertising of Appeals for Funds and General 
Support in All Countries. 

14. Clearing House and Bureau of Interchange: 

Interdepartmental Suggestion and Communica- 
tion. 

Clearing House of Suggestions from Nations and 
Individuals to Departments. 

Suggestions to Nations from Various Depart- 
ments. 

Inquiry and Correspondence. 

15. In Charge Ohartographio ^Survey: 

Map Making. 

Boundary Delineation. 

Land and Ocea? Surveys. 

Geographical Exploration. 

16. Ethnological Study and Survey: » 

Expert Study of Eace Conditions and Antago- 
nisms. 

Preliminary Study of Nationalistic Disputes and 
Difficulties. 

Data and Eesearch in Ethnological Subjects. 

17. Shipping: ' 

Allocation and Control of Shipping on Mutual 
Agreement. 

Study and Development of World Trade Eoutes. 

Maritime Conventions and Usages. ^ 

Universalizing of Maritime Technique and Prac- 
tice. 

Study of Sea Power. 

Ownership and Operation of Special Projects in 
Interest of World Shipping. 
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18. Food and Agriculture: 

Control of Basic Food Distribution Under Mutual 
Agreement 

Establishment of Price Control. 

World-Wide Agricultural Researches. 

Development of Food Supply Sources. 

World Crop and Food Statistics and Reports. 

Development of Propaganda to Influence Food 
Production and Pood Consumption in Various, 
Nations, According to World Need. 

Agricultural Experiment Stations in Various 
Parts of the World, Cooperating where Possible 
with National Experiment Stations. 

19. Labor Emigration and Immigration: 

.Gathering of Data on Labor Conditions in all 
Parts of World. ^ 

Development of Labor Esprit de Corps for League. 

Codifying Labor Attitude and Needs in all 
Countries. 

International Employment Agency. 

Analysis of Labor Costs of Production in all 
Countries. 

Emigration and Immigration Regulations. 

20. Personnel: 

Investigation of Individuals Suggested for League. 

Bonding, Housing and General Arrangements for 
Personnel of League OflScials and Assistants. 

Development of Esprit de Corps^ Attention to 
Etiquette, Language Interpretations, Social Life, 
Political Aspects, etc., of Personnel. 

21. International ExMbit and Library of Boohs and^ 

Records: 

Charge of International Museum, Library, Files, 
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Eecords, Commercial Exhibitions, Art Treas- 
ures, Gifts and Special Displays. 

22. Bureau of Standards: 

Development of Universal Standards of Every 
Kind; Measurements, Mechanical Sizes, Shapes, 
Forms, etc. 

Examination of New Devices, Plans and Ideas 
Offered for Universal Adoption or Protection. 

Testing of New Materials or Plans. 

Begulation of International ^Time, Codes and 
Other Standards. 

23. Patents, Formulae^ Trade-marJcs, International 

Trade Licensing: 

International Eegistration of Patents, Trader 
marks, Formulae. 

Licensing of Firms Engaging in International 
Trade. 

Issuance of League Passports, Credentials, etc^ 

Eegistration of Travelers and Visitors. 

24. Exeoutwe Administration: 

General Detail Administration of League Offices. 

Purchasing Supplies. 

Hiring of Eoutine Assistance. 

Design tzad lErection of Buildings. 

Auditing and Bookkeeping. 

26. World Production: 

Study of Increase of World Production. 

Analysis of Economies of Production. 

Subdivision Among Nations of Productive Enter- 
prise. 

Spread of Technical Knowledge of Production. 

Vital Statistics of Production. 

Oodperative Agreement for Production Efficiency. 
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2C. Distribution and Consumption: 

Study of Standards of Living Among Nations. 

Surveys of Our Consumption Possibilities and 
Needs. 

Propaganda to Develop the Consumption of Sur- 
plus Foods and Equalize Standard of Living. 

Analysis of Distribution Systems, Formulation of 
Cooperative Plans for Improvement. 

27. Educational Cooperation: 

Interchange* of Professors and Lectures and 
Students. 

Offering of International Scholarships. 

Endowment of Chairs of Internationalism. 

Founding of International University. 

Compiling of Special Textbooks on International 
Subjects. , 

Operation of Extension Lectures and Schools in 
All Parts of World. 

Educational Guidance to Nations. 



